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COMMUNITY  HOSPITALS:  INFLATION 
IN  THE  PRE-MEDICARE  PERIOD 


istract 


To  identify  causes  of  hospital  inflation  in  the  years 
immediately  preceding  the  introduction  of  Medicare,  this 
study  examines  a  number  of  inflation  theories  with  new 
data  on  the  components  of  hospital  revenue  and  expenses  for 
fiscal  years  1962  through  1966. 

Specifically,  purposes  of  the  study  are  (1)  to  bring 
together  and  contrast  some  of  the  causes  of  hospital  infla- 
tion that  have  been  suggested  in  the  literature;  (2)  to  present 
and  analyze  data  on  the  components  of  hospital  expenses 
based  on  a  nationwide  sample  survey  of  community  hospitals 
conducted  for  the  Social  Security  Administration;  and  (3)  to 
suggest  possible  causes  of  inflation  as  a  guide  to  additional 
research. 

The  study  first  examines  major  trends  in  hospital  revenues 
and  expenses  by  type  of  hospital  ownership  and  size  of 
hospital.  In  addition,  important  trends  in  the  utilization  of 
inpatient  and  outpatient  hospital  services  are  discussed. 

As  a  basis  for  testing  theories  based  on  a  labor  cost-push 
model  or  stressing  wasteful  capital  expenditures,  the  study 
decomposes  total  hospital  expenses  into  factor  input  ex- 
penses. How  much  of  the  rise  in  expenses  was  due  to  price 
and  how  much  to  increased  quantity  of  inputs,  and  whether 
the  types  of  labor  and  capital  inputs  used  have  changed  over 
time  are  investigated.  Trends  in  wages  of  different  types  of 
hospital  personnel  are  reviewed  to  determine  if  wages  of  un- 
skilled hospital  workers  have  been  rising  relative  to  those  of 
skilled  workers. 

The  study  also  examines  trends  in  departmental  hospital 
revenues  and  expenses  and  explores  their  implications  for 
inflation  theories  emphasizing  advances  in  technology  and 
expansion  in  the  scope  of  services  provided  by  hospitals. 

Some  findings  from  the  study  for  the  pre-Medicare  period 
are: 

1.  Unlike  most  industries  where  gains  in  productivity  tend 
to  offset  rises  in  prices  of  factor  inputs,  over  one-half 
of  the  inflation  in  the  hospital  industry  results  from  an 
increase  in  the  quantities  of  inputs  used  in  the  provision 
of  a  day  of  care.  i 
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FOREWORD 


Substantial  changes  in  the  financing  and  cost  of  hospital  care  occurred 
with  the  advent  of  the  JNIedicare  and  Medicaid  programs  in  1966.  In  order 
to  analyze  the  impact  of  these  programs  on  hospital  costs  and  revenues, 
the  Social  Security  Administration  contracted  with  the  American  Hospital 
Association  to  obtain  audited  revenue,  expense,  and  utilization  data  for 
the  5  fiscal  years  before  the  introduction  of  Medicare.  The  sample  data 
for  these  5  years  have  been  inflated  to  provide  estimates  of  revenues  and 
expenses  for  all  U.  S.  community  hospitals  from  fiscal  1962  to  fiscal  1966. 
This  report  summarizes  the  important  trends  in  hospital  revenues  and 
costs  in  the  pre-Medicare  period.  Future  studies  will  contrast  the  pre- 
Medicare  experience  with  that  of  the  Medicare  period. 

Aside  from  providing  a  base  to  analyze  the  Medicare  period,  the  pre- 
Medicare  data  on  community  hospitals  provide  comprehensive,  detailed 
information  on  hospital  expenses  and  revenues.  Data  available  for  the 
first  time  on  a  nationwide  basis  include: 

(1)  hospital  earnings  in  excess  of  expenses  other  than  depreciation 
expenses ; 

(2)  labor  and  capital  expense  components  of  hospital  costs,  including 
types  of  labor  employed,  wage  structure,  types  of  hospital  beds,  and 
composition  of  plant  assets ; 

(3)  sources  of  hospital  revenues;  and 

(4)  departmental  revenues  and  expenses  from  which  price-cost  margins 
on  various  ancillary  services  can  be  derived. 

These  aspects  of  hospital  behavior  will  be  explored  for  various  types 
of  organizational  control  (nonprofit,  for-profit,  State  and  local  government 
hospitals)  and  for  different  size  hospitals. 

Karen  Davis  was  responsible  for  the  analysis  and  presentation  of  the 
basic  data  and  the  writing  of  the  report.  Now  of  the  Brookings  Institution, 
she  was  on  the  Office  of  Research  and  Statistics  staff  at  the  time  the  study 
was  initiated. 

Richard  Foster,  of  the  American  Hospital  Association,  prepared  all  of 
the  basic  data  for  this  report.  He  was  responsible  for  developing  and 
carrying  out  the  methodology  used  in  inflating  the  sample  data  to  obtain 
population  estimates.  Section  II  and  appendix  B  were  based  upon  a 
description  of  the  methodology  of  the  statistical  procedures  reported  in 
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''The  Financial  Structure  of  American  Community  Hospitals:  1962-1966," 
by  Richard  W.  Foster  and  Belverd  Needles,  Jr.,  of  the  American  Hospital 
Association.  This  report  was  based  on  the  same  survey  and  investigated 
the  asset  and  liability  position  of  community  hospitals  over  the  period. 

Joseph  Steinberg  and  Nathaniel  M.  Pigman,  Jr.,  of  the  Social  Security 
Administration  were  instrumental  in  the  sample  design  and  provided 
statistical  advice  for  the  study.  The  analysis  has  had  the  benefit  of  the 
continuing  advice  of  Mrs.  Dorothy  Rice  of  the  Division  of  Health  In- 
surance Studies. 

The  views  expressed  here  are  those  of  the  author  who  made  the  analysis ; 
they  should  not  be  ascribed  to  the  Social  Security  Administration  nor  to 
the  trustees,  officers,  or  other  staff  members  of  the  Brookings  Institution 
or  the  American  Hospital  Association. 

Ida  C.  Merriam, 
Assistant  Commissioner  for  Research  and  Statistics. 

April  1972. 
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I.  HOSPITAL  INFLATION 


In  the  early  1960's  hospital  costs  were  increasing  at  an  annual  rate  of 
6  percent — far  in  excess  of  the  rise  in  the  prices  of  all  consumer  goods. ^ 
With  the  introduction  of  the  Medicare  and  Medicaid  programs  in  1966, 
the  rate  of  increase  of  hospital  costs  more  than  doubled.  Average  hos- 
pital costs -increased  at  an  annual  rate  of  13.9  percent  from  1967  to  1970. 
Nor  is  there  any  indication  that  this  increase  is  tapering  off — the  per- 
centage increase  in  1970  was  greater  than  in  any  preceding  year,  15.7 
percent.  Sources  of  inflation  in  the  earlier  period  were  not  well  under- 
stood; the  sudden,  rapid  rise  in  hospital  costs  in  the  later  period  was 
largely  unanticipated  and  even  less  well  understood. 

Since  the  causes  of  this  inflation  are  unknown,  policy  tools  to  combat 
it  are  difficult  to  design.  If  the  inflation  is  a  consequence  of  increasing 
demand  without  increases  in  supply,  an  expansion  in  number  of  hospital 
beds  may  be  warranted.  If  the  inflation  is  a  labor  cost-push  inflation, 
attempts  to  curtail  labor  costs  through  wage  guidelines  or  controls  may 
be  the  appropriate  policy.  If  the  inflation  is  induced  by  certain  types  of 
insurance  coverage,  a  restructuring  of  insurance  coverage  may  be  called 
for.  If  the  inflation  is  induced  by  inefficiencies  in  the  hospital  market, 
structural  reform  of  the  industry  may  be  a  desired  course  of  action.  If 
the  inflation  is  the  result  of  advances  in  medical  technology,  inflation 
may  simply  be  a  necessary  price  for  improvement  in  health  status. 

Ignorance  about  the  nature  and  sources  of  hospital  inflation  stems  in 
part  from  a  failure  to  synthesize  and  contrast  theories  of  hospital  infla- 
tion and  in  part  from  an  absence  of  sufficient  data  for  testing  alternative 
theories.  The  purposes  of  this  report,  therefore,  are  (1)  to  bring  together 
and  contrast  some  of  the  causes  of  hospital  inflation  that  have  been  sug- 
gested in  the  literature,  (2)  to  present  data  on  the  components  of  infla- 
tion, and  (3)  to  suggest  possible  causes  of  inflation  as  a  guide  to  additional 
research. 

This  study  is  of  necessity  limited  because  it  is  based  on  data  for  the 
pre-Medicare  period  and  because  it  relies  upon  descriptive  data  for 
analysis.  Subsequent  analyses  of  data  for  the  Medicare  period  will  esti- 

^  The  consumer  price  index  grew  at  an  average  annual  rate  of  less  than  2  percent 
in  the  early  1960's.  Hospital  inflation  rates  are  based  on  total  expenses  per  patient 
day  in  community  hospitals.  See  Hospitals,  Guide  Issue,  August  1,  1971. 
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mate  a  model  of  hospital  inflation  using  multivariate  regression  tech- 
niques. The  pre-^Iedicare  data,  however,  should  be  useful  in  at  least 
two  respects.  First,  they  should  help  provide  information  on  the  mech- 
anism by  which  inflation  occurs.  The  process  by  which  inflation  occurs 
may  apply  in  any  period.  Second,  components  of  hospital  expenses  in 
the  pre-Medicare  period  mixy  serve  as  a  useful  baseline  in  attempts  to 
reduce  the  current  rate  of  inflation.  Guidelines  or  controls  on  hospital 
inflation  may  initially  take  the  form  of  restoring  the  pre-^NIedicare 
trends  in  hospital  expenses. 

An  adequate  job  of  investigating  why  inflation  occurs  requires  simul- 
taneous consideration  of  all  determinants  of  inflation.  This  task  is  beyond 
the  scope  of  this  report.  Yet  descriptive  data  do  more  than  just  tell  how 
costs  have  increased.  First,  factual  evidence  can  rule  out  certain  theories 
of  inflation  based  upon  factual  assertions.  For  example,  if  labor  costs  are 
constant  over  the  period,  labor  cost-push  theories  of  inflation  can  be  dis- 
missed. Second,  factual  evidence  can  indicate  the  magnitude  of  possible 
sources  of  inflation.  For  example,  if  the  inflation  is  blamed  on  increased 
paperwork  caused  by  growing  insurance  coverage  and  governmental 
programs,  the  relationship  of  administrative  expenses  to  all  hospital 
expenses  can  indicate  the  maximum  impact  of  this  source  of  inflation. 
Third,  descriptive  data  can  delineate  the  major  components  of  inflation 
so  that  attention  can  be  focused  on  those  expenses  showing  the  most 
rapid  growth.  Finalh^  an  examination  of  the  components  of  hospital 
inflation  can  suggest  research  for  determining  wh}^  costs  have  increased. 

Theories  of  hospital  inflation 

Hospital  inflation  can  refer  to  any  one  of  four  possible  definitions: 
(1)  a  relatively  sharp  increase  in  hospital  revenues,  (2)  a  relatively  sharp 
increase  in  total  hospital  costs,  (3)  a  relatively  sharp  increase  in  average 
prices  charged  for  hospital  services,  or  (4)  a  relatively  sharp  increase  in 
average  cost  of  hospital  care.  The  first  two  are  concerned  with  total 
revenues  and  costs  while  the  last  two  are  concerned  with  revenues  and 
costs  per  unit  of  service  provided  (average  revenues  or  costs).  To  the 
extent  that  hospital  revenues  exceed  costs  or  hospital  prices  are  set 
higher  than  average  costs,  the  first  and  third  definitions  will  yield  differ- 
ent information  from  the  second  and  fourth  definitions.  ]\Iost  theories  of 
hospital  inflation  have  been  concerned  with  average  costs.  ^Nlany  policy 
prescriptions,  however,  have  been  concerned  with  reducing  total  hospital 
expenditures  (such  as  b}'  promoting  alternatives  to  hospitalization).  The 
following  sjmopsis  of  theories  of  hospital  inflation,  therefore,  will  include 
both  those  explaining  increases  in  total  expenditures  and  those  dealing 
with  increases  in  average  costs  or  prices. 


3 


1.  Demand-pull  theories  of  inflation. — M.  Feldstein^  has  argued  that 
increases  in  hospital  costs  have  been  induced  primarily  by  increases  in 
the  demand  for  hospital  care.  As  insurance  coverage  increases  and  reduces 
the  patient's  out-of-pocket  cost  of  hospital  care,  individuals  demand 
higher  quality  care,  and  more  amenities  such  as  better  food  service,  more 
nursing  personnel,  and  more  cheerful  accommodations.  Since  increasing 
insurance  coverage  allows  hospitals  to  charge  higher  prices  without  reduc- 
tion in  capacity  utilization,  hospitals  may  use  the  increased  revenues  to 
introduce  more  expensive  technology,  hire  additional  staff,  increase 
employees'  salaries  beyond  the  amount  necessary  to  attract  the  desired 
labor  force  (called  ''philanthropic"  wage  increases)  and  add  patient 
amenities.  Hospitals,  therefore,  respond  to  the  increases  in  demand  by 
raising  costs  and  prices  to  the  highest  level  consistent  with  maintaining  a 
desired  level  of  occupancy. 

The  potential  for  an  increase  in  hospital  prices  induced  by  insurance 
coverage  is  quite  high.  To  illustrate  this,  suppose  that  in  the  absence  of 
hospitalization  insurance,  a  hospital  could  charge  $100  per  hospital  stay 
and  maintain  a  given  level  of  capacity.  A  change  to  insurance  coverage 
which  reduces  patients'  out-of-pocket  costs  to  20  percent  of  hospital 
charges  permits  the  hospital  to  charge  $500  per  stay  without  any  increase 
in  the  out-of-pocket  cost  to  the  individual.  Although  individuals  will  have 
higher  total  payments  (including  hospitalization  insurance  premiums), 
the  insurance  premium,  once  paid,  is  a  fixed  cost  and  will  not  influence 
the  individual's  decision  regarding  hospitalization.^  Feldstein* 
points  out  that  the  net  cost  of  hospital  care  has  only  increased  from  about 
$10  per  day  in  1950  to  $16  per  day  in  1968,  although  the  total  cost  of 
hospital  care  per  day  has  increased  substantially  over  that  period — 
rising  from  $16  per  day  in  1950  to  $61  per  day  in  1968.  With  rising  incomes 
and  only  a  slight  rise  in  out-of-pocket  costs,  it  is  not  surprising  that  indi- 
viduals have  demanded  a  much  more  expensive  type  of  hospital  care. 
And  since  with  increasing  insurance  coverage  the  hospital  can  greatly 
increase  the  cost  of  hospital  care  without  increasing  the  direct  financial 
burden  on  its  patients,  it  is  not  surprising  that  hospitals  have  responded 
to  the  increase  in  demand  by  providing  a  more  expensive  type  of  hos- 
pital care. 

Since  these  pricing  and  cost  policies  are  inconsistent  with  profit-maxi- 
mization on  the  part  of  the  hospital,  the  theory  is  likely  to  be  more  relevant 
in  explaining  nonprofit  hospital  behavior  than  that  of  hospitals  organized 
on  a  for-profit  basis.  A  for-profit  hospital  may  respond  to  an  increase  in 
demand  by  raising  prices,  but  it  is  less  likely  to  increase  its  expenses 
accordingly.  Some  evidence  on  the  validity  of  this  hypothesis,  therefore, 
may  be  obtained  by  contrasting  nonprofit  hospitals'  and  for-profit  hos- 
pitals' expense  patterns. 


2  Martin  S.  Feldstein,  "Hospital  Cost  Inflation:  A  Study  of  Nonprofit  Price  Dy- 
namics," American  Economic  Review,  Vol.  61,  No.  5  (December  1971),  pp.  853-872; 
and  The  Rising  Cost  of  Hospital  Care  (Washington,  D.C.:  Information  Resources 
Press,  1971). 

^  This  analysis  applies  as  well  when  the  physician  is  the  primary  decision-maker 
in  hospitalization  cases,  provided  he  is  concerned  about  the  financial  burden  hos- 
pitalization represents  to  his  patient. 

^  The  Rising  Cost  of  Hospital  Care,  p.  14. 
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2.  Another  hypothesis  of  demand  inflation  also  emphasizes  the  role  of 
increasing  insurance  coverage  and  incomes  in  raising  the  prices  hos- 
pitals can  charge  for  their  services.  However,  this  theory  differs  from  the 
demand-pull  theory  in  two  important  respects.  It  presumes  that  (a) 
prices  are  set  at  a  monopolistic  or  oligopolistic  level  rather  than  at  a  level 
which  will  clear  the  market  for  a  given  a  priori  desired  occupancy  rate, 
and  that  (b)  average  costs  are  not  necessarily  raised  to  equal  prices. 
Instead,  earnings  in  excess  of  expenses  may  be  used  for  capital  investment 
— leading  to  increases  in  future  operating  expenses.  Although  costs  even- 
tually rise  in  response  to  demand  increases  in  both  theories,  the  types  of 
predicted  cost  increases  are  quite  different.  In  the  Feldstein  model  costs 
may  increase  as  a  result  of  more  expensive  technology,  additional  staff, 
higher  employee  salaries,  and  additional  patient  amenities.  In  this  theory 
of  demand  inflation,  those  expenses  which  can  be  expected  to  increase 
are  direct  capital  expenses  (such  as  depreciation)  and  capital-related 
expenses  (such  as  for  specialized  personnel  to  operate  the  new  capital 
equipment).  Barriers  to  the  entry  of  new  hospitals  and  absence  of  aggres- 
sive price  competition  among  hospitals  prevent  prices  from  reaching 
competitive  levels  even  in  the  long  run. 

This  version  of  demand  inflation  also  applies  primarily  to  nonprofit 
hospitals.  Although  nonprofit  hospitals  may  pursue  a  pricing  policy  quite 
similar  to  for-profit  hospitals,  the  latter  are  not  as  likely  to  use  the  accumu- 
lated earnings  solely  for  expansion  of  capital  equipment. 

Figure  1  illustrates  the  rise  in  hospital  prices  predicted  by  these  demand 
theories  of  inflation.  The  increase  in  insurance  coverage  shifts  demand 
upward  from  Di  to  D2.  In  the  Feldstein  model,  hospitals  react  to  the 
increase  in  demand  by  raising  price  by  the  maximum  amount  which  will 
still  maintain  a  given  desired  level  of  occupancy.  Average  costs  are  in- 
creased to  equate  them  with  prices.  In  a  model  of  hospital  behavior  based 
upon  the  assumption  of  competition  in  the  hospital  market,  the  rise  in 
demand  would  also  lead  to  some  increase  in  price  if  the  supply  curve  were 
not  infinitely  elastic.  The  price  rise,  however,  would  be  less  than  in  the 
Feldstein  model  in  which  supply  is  perfectly  inelastic.  In  the  noncom- 
petitive case,  the  impetus  to  rising  prices  comes  from  an  increase  in  the 
marginal  revenue  the  hospital  derives  from  each  additional  unit  of  hospital 
care.  Equating  marginal  cost  with  the  new  higher  marginal  revenue 
leads  to  a  substantial  increase  in  the  price  charged  for  care. 

3.  Wasteful  capital  expenditures.^ — This  theory  of  hospital  inflation 


^  Wasteful  or  excessive  capital  is  usually  not  well  defined.  Two  approaches  to  de- 
fining excessive  capital  are  commonly  employed.  Some  depict  it  in  terms  of  medical 
"needs."  If  an  area  already  has  some  capital  facility  which  is  not  being  used  to  ca- 
pacity, it  does  not  "need"  another  one.  If  a  hospital  has  a  facility  which  is  not  used 
at  all  during  the  year,  the  facility  is  unnecessary.  Others  define  wasteful  or  excessive 
capital  in  relation  to  that  capital  which  a  profit-maximizing  or  cost-minimizing  hos- 
pital would  acquire.  If  nonprofit  hospitals  acquire  capital  equipment  which  would 
not  be  profitable  for  a  profit-maximizing  firm  to  acquire,  the  capital  is  excessive.  The 
first  approach  is  inadequate  both  because  it  is  ambiguous  and  because  it  does  not 
take  into  account  "option  demand."  (See  Burton  A.  Weisbrod,  "Collective-Con- 
sumption Services  of  Individual  Consumption  Goods,"  Quarterly  Journal  of  Economics, 
Vol.  78  (August  1964),  pp.  471-477.)  That  is,  the  community  may  be  perfectly  willing 
to  pay  for  a  cardiac  intensive  care  unit,  even  though  the  unit  may  never  be  used,  just 
to  have  it  available  on  a  standby  basis.  The  second  approach  is  inadequate  in  that  it 
allows  only  for  private  benefits  in  the  capital  investment  decision,  and  neglects  the 
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singles  out  a  particular  factor  of  production  as  the  principal  source  of 
inflation.^  It  arises  from  the  assumption  that  nonprofit  hospitals  are 
more  interested  in  acquiring  capital  equipment  and  facilities  than  in 
providing  hospital  care  at  minimum  cost.  Wasteful  duplication  of  spe- 
cialized facilities  among  hospitals  in  a  given  area  may  occur.  In  part 
the  acquisition  of  specialized  capital  equipment  and  facilities  stems  from 
an  effort  on  the  part  of  the  hospital  to  attract  topnotch  physicians  to  its 
staff.  In  part  hospital  administrators,  themselves,  derive  utility  from 
having  the  best-equipped  most  modern  facilities.  Acquisition  of  a  cobalt 
therapy  unit  or  cardiac  intensive  care  unit  by  one  hospital  in  an  area 
serves  as  a  signal  for  all  other  hospitals  in  the  area  to  acquire  the  facilities 
as  well,  rather  than  a  recognition  that  one  unit  may  be  sufficient  to  meet 
the  needs  of  the  area.  The  hospital  cost  inflation  of  the  last  decade  is 
traced  by  proponents  of  this  hypothesis  to  tremendous  increases  in  spe- 
cialized hospital  capital  equipment,  with  concomitant  increases  in 
specialized  personnel  to  use  the  equipment. 

This  theory  of  inflation  is  not  linked  to  any  particular  model  of  price 
determination  or  capital  financing  methods.  Prices  may  play  a  passive 
role — simply  being  increased  in  response  to  rising  costs,  or  they  may  be 
used  to  generate  internal  funds  for  capital  investment.  Constraints  on 
the  rate  of  capital  accumulation  may  be  imposed  by  limited  access  to 
borrowing,  reluctance  to  use  Federal  funds,  or  limited  philanthropic 
donations.  The  existence  of  effective  areawide  health  facility  planning 
agencies  may  also  curtail  capital  expansion. 

4.  Labor  cost-push  inflation. — Since  a  large  proportion  of  hospital  costs 
are  labor  costs,  this  portion  of  hospital  expenses  has  occasionally  been 
singled  out  as  the  principal  villain  in  hospital  cost  inflation.  Several  causes 
of  rising  labor  costs  have  been  advanced.  Some  of  the  more  generous 
advocates  of  this  theory  argue  that  hospital  workers  have  been  tradition- 
ally underpaid  relative  to  comparable  occupations,  and  recent  increases 
have  represented  a  catching-up  of  hospital  wages. Others  contend  that 
increasing  unionization  of  hospital  workers  or  the  threat  of  unionization 
are  responsible  for  exorbitant  increases  in  hospital  wages.  ^  Still  others 
point  to  the  tight  labor  market  in  the  mid-1960's  as  the  source  of  increased 
pressures  for  higher  wages.  ^  Another  possible  explanation  could  be  a 


social  benefits  that  a  particular  capital  investment  may  entail.  For  example,  a  kidney 
dialysis  machine  may  not  be  profitable  since  those  requiring  treatment  may  not  be 
able  to  cover  the  high  cost.  Yet,  if  society  values  lives  saved  through  this  equipment, 
the  socially  optimal  amount  of  investment  may  exceed  that  which  a  profit-maximizing 
firm  would  undertake. 

^  See,  for  example,  Maw  Lin  Lee,  "A  Conspicuous  Production  Theory  of  Hospital 
Behavior,"  Southern  Economic  Journal,  Vol.  38,  No.  1  (July  1971),  pp.  48-58;  and 
Karen  Davis,  "A  Theory  of  Economic  Behavior  in  Nonprofit,  Private  Hospitals," 
unpublished  doctoral  dissertation,  Rice  University,  1969. 

For  some  evidence  that  hospital  wages  in  some  instances  now  exceed  wages  in 
comparable  occupations,  see  Feldstein,  The  Rising  Cost  of  Hospital  Care,  chapter  5. 

8  An  American  Hospital  Association  survey  in  1967  found  that  only  6.8  percent  of 
non-Federal  hospitals  have  a  union  contract.  However,  the  threat  of  unionization  may 
also  exert  an  upward  pressure  on  wages.  See  T.  L.  Ehrich,  "Union  on  the  Rise:  A 
Tough  Local  Presses  National  Bid  to  Organize  Low-Paid  Hospital  Help,"  Wall  Street 
Journal,  March  3,  1970,  p.  1. 

^  See,  for  example,  U.S.  Department  of  Health,  Education,  and  Welfare,  A  Report 
to  the  President  on  Medical  Care  Prices,  Washington,  D.C.,  1967,  p.  2. 
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change  in  the  composition  of  hospital  employees  to  more  highly  skilled 
personnel,  including  physicians. ^° 

A  variant  of  the  labor  cost-push  inflation  theory  is  the  productivity 
theory  of  inflation. This  theory  holds  that  in  labor-intensive  industries, 
such  as  the  hospital  sector,  opportunities  for  productivity  increases  are 
slight.  Since  wages  in  other  industries  increase  with  productivity  gains, 
hospitals  must  raise  their  wages  correspondingly  to  obtain  an  adequate 
labor  force.  Since  these  increases  in  hospital  w^ages  are  not  offset  by  pro- 
ductivity gains,  hospital  costs  per  unit  of  output  must  rise. 

5.  Cost  reimbursement  hypothesis. — This  theory  of  inflation  views  the 
growth  of  insurance  plans  which  reimburse  hospitals  on  the  basis  of  costs 
as  the  principal  determinant  of  rising  hospital  costs.  As  insurance  com- 
panies such  as  Blue  Cross  and  governmental  programs  such  as  Medicare 
and  ^Medicaid  increasingly  reimburse  hospitals  on  the  basis  of  cost  or 
cost-plus,  hospitals  realize  that  costs  incurred  can  simply  be  passed  on  to 
third-party  payers.  Hospitals  have  little  incentive  to  economize  on  sup- 
plies, buy  the  lowest  cost  equipment,  or  keep  salaries  down.  Advocates 
of  this  hypothesis  argue  that  incentive  reimbursement  or  prospective  re- 
imbursement schemes  must  be  devised  to  hold  down  hospital  costs. 

6.  Scientific  progress  hypothesis. — This  argument  contends  that  the 
principal  source  of  hospital  cost  inflation  is  advances  in  medical  tech- 
nology. New  developments  have  made  it  possible  to  save  (at  high  cost) 
many  lives  that  formerly  could  not  have  been  saved.  Intensive  care  units, 
heart-lung  machines  for  open-heart  surgery,  and  radiation  therapy  units 
all  reflect  this  change  to  more  advanced  methods  of  combatting  illness 
and  prolonging  life. 

7.  Extended  hospital  services. — This  theory  of  hospital  inflation  is  con- 
cerned with  increases  in  total  hospital  costs  or  expenditures.  According 
to  this  hypothesis  of  hospital  cost  inflation,  the  principal  source  of  inflation 
is  an  expansion  in  the  scope  of  services  offered  by  hospitals.  This  is  some- 
what different  from  the  scientific  progress  argument  since  it  does  not 
depend  upon  advances  in  technology.  Instead  it  reflects  a  substitution 
of  hospital  care  for  other  types  of  medical  providers.  For  example,  many 
short-term  hospitals  now  provide  psychiatric  inpatient  and  outpatient 
services  which  formerly  were  available  only  in  mental  hospitals.  Intensive 
care  units  provide  the  intensive  nursing  care  formerly  provided  by  private 


1°  Feldstein,  The  Rising  Cost  of  Hospital  Care,  chapter  5,  presents  some  evidence 
which  suggests  that  the  skill-mix  may  have  actually  declined  in  the  early  1960's. 

11  For  a  discussion  of  this  theory,  particularly  as  it  applies  to  urban  services,  see 
William  J.  Baumol,  "Macroeconomics  of  Unbalanced  Growth:  The  Anatomy  of 
Urban  Crisis,"  American  Economic  Review,  Vol.  57,  No.  3  (June  1967),  pp.  415-26. 

12  For  a  discussion  of  the  cost  reimbursement  hypothesis,  see  Herbert  E.  Klarman, 
"Approaches  to  Moderating  the  Increases  in  Medical  Care  Costs,"  Medical  Care,  Vol. 
7,  No.  3  (1969),  pp.  175-90;  "Policy  Alternatives  in  Controlling  Health  Services 
Expenditures,"  paper  delivered  at  annual  meeting  of  the  American  Economic  Associa- 
tion, Dec.  28,  1970;  and  "Reimbursing  the  Hospital:  The  Difference  the  Third  Party 
Makes,"  Journal  of  Risk  and  Insurance,  Vol.  36  (December  1966),  pp.  533-66.  Em- 
pirical tests  of  this  hypothesis  are  contained  in  Mark  V.  Pauly  and  David  F.  Drake, 
"Effect  of  Third-Party  Methods  of  Reimbursement  on  Hospital  Performance,"  in 
Herbert  E.  Klarman  (ed.).  Empirical  Studies  in  Health  Economics  (Baltimore:  The 
Johns  Hopkins  Press,  1970),  pp.  297-314;  and  Karen  Davis,  "Theories  of  Hospital 
Inflation:  Some  Empirical  Evidence,"  Journal  of  Human  Resources  (forthcoming). 
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duty  nurses.  Substitution  of  hospital  emergenc}^  room  services  for  private 
physician  care,  precipitated  b}^  a  growing  unavailabilit}^  of  phj^sicians 
after  hours  and  a  dechne  in  physician  visits  to  the  home,  is  another  ex- 
ample of  an  expansion  in  the  role  of  the  hospital.  These  changes  ma}^  not 
substantially  affect  total  expenditures  for  medical  care,  but  they  do  in- 
crease the  community  hospital  component  of  medical  care  expenditures. 

8.  Excessive  hospital  utilization. — Another  theory"  of  total  hospital  cost 
inflation  with  a  shghtly  different  emphasis  is  the  excessive  utilization 
theory.  In  this  case,  increased  use  of  hospital  services  is  not  simply  sub- 
stituting for  other  forms  of  care  but  represents  ' 'medically  unnecessary" 
increases  in  the  use  of  medical  care  resources.  Insurance  coverage  may  be 
particularly  instrumental  in  inducing  this  type  of  inflation.  As  insurance 
coverage  has  increased  and  the  price  of  hospital  care  to  the  patient  has 
been  reduced,  physicians  and  patients  have  reduced  incentives  to  avoid 
hospitalization  or  unnecessarily  long  stays.  Threat  of  malpractice  suits 
may  also  induce  physicians  to  show  caution  by  hospitalizing  marginal 
cases,  keeping  patients  hospitalized  a  little  bit  longer,  and  ordering  ex- 
tensive laborator}^  and  X-ray  tests.  Hospitalization  insurance,  therefore, 
may  alter  the  physician's  trade-off  between  limiting  medical  risk  and 
posing  a  financial  hardship  to  his  patients. Insurance  may  also  distort 
the  use  of  medical  care  resources  toward  excessive  hospitalization.  If  a 
physician's  fee  for  a  minor  surgical  procedure  is  covered  when  the  patient 
is  hospitalized  but  not  when  performed  in  the  physician's  office,  hos- 
pitalization may  increase. 

9.  Capacity  constraint  hypothesis. — This  hypothesis  argues  that  increases 
in  hospital  costs  are  largely  a  short-run  phenomenon.  As  large  increases 
in  demand  such  as  those  generated  by  ^Medicare  and  ^Medicaid  have 
occurred,  the  hospital  is  forced  to  operate  at  an  inefficiently  small  size 
for  the  large  demand.  Employees  may  have  to  work  overtime  or  highly 
trained  nurses  may  have  to  perform  services  that  could  be  provided  at 
lower  cost  by  other  personnel.  The  hospital  must  operate  on  the  steepl}^ 
rising  portion  of  its  short-run  average  cost  curve.  Once  the  hospital  has 
an  opportunity  to  expand  capacity  or  hire  a  more  suitable  mix  of  per- 
sonnel, costs  will  fall.  A  variant  of  this  hypothesis  is  that  as  demand  is 
greatly  increased  prices  must  be  raised  to  ration  the  available  capacity 
among  those  demanding  hospital  care.  As  capacity  is  expanded,  prices  no 
longer  have  to  be  kept  at  high  levels. 

10.  Nonoptimal  size-distribution  of  hospitals. — This  hj^pothesis  holds 
that  higher  hospital  costs  are  the  result  of  inappropriately  sized  hospitals. 
Small  hospitals  which  are  unable  to  exploit  economies  of  scale  in  the 
provision  of  hospital  services  may  have  unnecessarily  high  costs.  For  some 
hospitals  the  reverse  may  be  true — hospitals  may  be  too  large  relative  to 
demand  and  wasteful  excess  capacity  may  persist.  Also,  some  simple 
cases  may  be  treated  in  large,  complex  hospitals  so  that  high  cost  resources 
are  unnecessarily  expended  in  their  treatment.  Over  time,  some  portion 
of  hospital  cost  inflation  may  be  attributable  to  a  shift  toward  greater 
utilization  of  high-cost  hospitals. 

The  above  description  of  hospital  inflation  theories  has  presented  the 
theories  as  quite  distinct  causes  of  inflation.  In  practice,  of  course,  many 

^3  For  a  model  of  physician  behavior  with  constraints  reflecting  patients'  financial 
burden  and  medical  risk,  see  Louise  B.  Russell,  "A  Cost  Model  of  Medicare,"  un- 
published dissertation,  Harvard  University,  1970. 
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of  the  causes  interact  and  different  elements  -of  different  theories  some- 
times appear  in  more  than  one  theory.  For  example,  the  Feldstein  de- 
mand-pull hypothesis  of  hospital  inflation  is  not  inconsistent  with  the 
''philanthropic  wage  setting"  portion  of  the  labor  cost-push  hypothesis 
or  with  the  wasteful  capital  expenditures  theory  of  inflation.  Therefore, 
it  is  not  only  conceivable,  but  to  be  expected,  that  some  of  the  evidence 
will  be  consistent  with  more  than  one  theory  of  inflation.  In  addition, 
some  causes  of  inflation,  while  not  important  for  the  pre-Medicare 
period,  may  have  been  quite  important  sources  of  inflation  in  the  late 
1960's.  In  examining  the  data  on  hospital  costs  and  revenues  in  the  pre- 
Medicare  period,  an  effort  will  be  made  to  indicate  which  portions  of 
various  theories  of  inflation  seem  to  be  consistent  with  the  evidence  and 
which  theories  of  inflation  do  not  seem  to  be  important  sources  of  in- 
flation in  the  pre-Medicare  period. 

Outline  of  study 

Section  III  presents  overall  trends  in  hospital  financial  position. 
Trends  in  total  revenues  and  expenses  over  the  period  for  all  community 
hospitals  as  well  as  by  type  of  ownership  control  and  by  bed  size  are 
examined.  Utilization  of  inpatient  and  outpatient  hospital  services  is 
reviewed  to  determine  if  increases  in  utilization  are  major  sources  of 
increases  in  total  hospital  expenditures  or  costs. 

Section  IV  decomposes  hospital  expenses  into  factor  input  components 
and  analyzes  to  what  extent  labor  and  capital  expenses  are  responsible 
for  overall  hospital  inflation.  An  attempt  is  made  to  distinguish  between 
increases  in  factor  expenses  that  are  attributable  to  increases  in  prices 
paid  for  inputs  and  those  increases  that  are  attributable  to  a  greater 
number  of  inputs  being  used  in  the  provision  of  a  day  of  hospital  care. 
The  composition  of  labor  expenses  by  type  of  employee  is  investigated 
to  determine  if  any  of  the  rise  in  this  component  of  hospital  expenses  is 
accounted  for  by  a  change  in  the  skill-mix  of  employees.  Changes  in  the 
composition  of  hospital  plant  assets  and  bed  complement  are  also  explored. 

Section  V  views  hospital  expenses  from  another  vantage  point — that 
of  the  individual  department.  Growth  in  departmental  operating  ex- 
penses (such  as  administative  expenses,  nursing  service  expenses,  labora- 
tory service  expenses)  is  contrasted.  The  relative  importance  of  room 
and  board  charges  and  charges  on  ancillary  services  (operating  room 
charges,  X-ray  charges,  etc.)  in  generating  patient  revenue  is  depicted. 
Then,  the  ratio  of  patient  revenue  to  direct  costs  of  providing  various 
services  is  calculated  to  reveal  the  mark-ups  earned  on  various  types  of 
services. 

Section  VI  concludes  by  summarizing  the  important  findings  of  the 
study  and  indicating  the  implications  of  these  findings  for  theories  of 
hospital  inflation. 


II.  DATA  AND  METHODOLOGY 


In  order  to  analyze  the  impact  of  the  Medicare  and  Medicaid  programs 
initiated  in  1966,  the  Social  Security  Administration  contracted  with  the 
American  Hospital  Association  to  provide  audited  accounting  state- 
ments for  the  5  fiscal  years  prior  to  the  introduction  of  Medicare  in  July 
1966.  These  statements  included  balance  sheet  statements,  profit  and 
loss  statements,  departmental  breakdown  of  revenues  and  expenses, 
utilization  data  such  as  beds,  admissions,  patient  days  and  outpatient 
visits,  and  data  on  hospital  personnel  and  payroll  expenses.  The  ques- 
tionnaire is  reproduced  in  appendix  A. 

A  total  of  462  hospitals  were  asked  to  participate  in  the  survey.  These 
were  selected  from  the  list  of  all  non-Federal  short-term  nonpsychiatric 
hospitals  that  were  registered  with  the  American  Hospital  Association  in 
1967  and  were  certified  to  participate  in  Medicare.  The  Medicare  certifi- 
cation requirement  differentiates  this  group  from  the  group  of  hospitals 
generally  referred  to  as  ''community"  hospitals.  The  difference,  however, 
is  small.  The  study  universe  included  98  percent  of  all  beds  in  com- 
munity hospitals.  This  report,  therefore,  will  frequently  refer  to  the 
hospital  population  as  all  U.S.  community  hospitals. 

Hospitals  were  initially  stratified  according  to  organizational  control, 
that  is,  non-Federal  governmental.  Catholic,  other  voluntary,  and  for- 
profit.  Within  the  control  categories,  hospitals  were  further  stratified 
according  to  bed  size  in  1965.  Within  strata,  systematic  sampling  was 
used.  An  initial  stratification  on  the  basis  of  growth  of  total  expenses  was 
later  collapsed. 

About  two-thirds  of  the  sample  hospitals  submitted  usable  data  for 
the  study  (see  appendix  B).  Participation  was  higher  for  Catholic  and 
other  voluntary  hospitals  than  for  governmental  and  for-profit  hos- 
pitals, with  especially  poor  participation  by  for-profit  hospitals.  In  this 
study,  it  is  assumed  that  participants  are  representative  of  all  hospitals 
in  the  same  stratum. 

To  obtain  population  estimates  of  the  various  items  in  the  statements, 
the  average  value  of  the  item  per  bed  for  responding  hospitals  within  a 

Note:  Section  II  is  based  on  the  methodology  section  of  Richard  W.  Foster  and 
Belverd  Needles,  Jr.,  "The  Financial  Structure  of  American  Community  Hospitals: 
1962-1966,"  mimeographed,  American  Hospital  Association,  1971. 
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stratum  was*  multiplied  by  the  total  number  of  beds  for  all  hospitals  in 
that  stratum.  Aggregate  estimates  were  obtained  by  summing  stratum 
estimates.  Estimates  of  ratios  were  obtained  by  estimating  the  numerator 
and  denominator  separately  and  then  taking  the  ratio  of  these  estimates. 

For  additional  information  on  the  sampling  design  and  estimation 
procedure,  see  appendix  B.  Comparisons  of  the  population  estimates 
with  data  reported  in  the  annual  Hospitals  Guide  Issues  are  also  con- 
tained in  the  appendix,  along  with  the  standard  error  estimates. 


III.  HOSPITAL  FINANCIAL  POSITION 


Since  some  theories  of  inflation  are  concerned  with  price  inflation 
while  others  are  applicable  primarily  to  cost  inflation,  this  section  will 
examine  major  trends  in  hospital  revenues  and  expenses  to  determine  if 
revenues  tend  to  equal  or  exceed  expenses.  If  revenues  are  not  identical 
to  expenses,  theories  of  inflation  which  explain  both  movements  in  prices 
and  movements  in  costs  may  be  required.  In  addition,  important  trends 
in  utilization  of  hospital  services  will  be  examined  in  an  attempt  to  shed 
some  light  on  total  cost  or  expenditure  inflation.  In  particular,  the  follow- 
ing questions  will  be  addressed: 

1.  Do  hospital  revenues  exceed  expenses?  Has  this  divergence  increased 
over  the  period? 

2.  Do  hospitals'  revenues  exceed  their  out-of-pocket  expenses  (ex- 
penses other  than  depreciation  expenses)?  Has  this  differential  increased 
over  the  period? 

3.  Are  there  important  differences  in  the  relationship  between  average 
revenues  and  average  costs  by  the  type  of  hospital  ownership  (nonprofit, 
for-profit.  State  and  local  government)? 

4.  Do  small  hospitals  make  greater  rates  of  return  than  large  hospitals? 

5.  How  rapidly  has  per  capita  utilization  of  hospital  inpatient  and 
outpatient  services  increased  over  the  period? 

6.  Have  there  been  any  major  sw^itches  in  the  importance  of  different 
types  of  hospitals  (nonprofit,  for-profit,  State  and  local  government)  in 
the  provision  of  hospital  services? 

7.  Has  there  been  a  shift  toward  greater  use  of  large  hospitals  than  of 
small  hospitals? 

8.  Can  any  significant  portion  of  the  increase  in  overall  hospital  costs 
be  explained  by  shifts  in  utilization  to  higher  cost  hospitals? 

Major  trends  in  hospital  revenues  and  expenses 

The  overall  financial  position  of  community  hospitals  improved 
slightly  from  fiscal  year  1962  to  fiscal  year  1966.  As  shown  in  table  1, 
revenues  increased  from  $6.6  billion  in  1962  to  $9.9  billion  in  1966 — a 
oO-percent  increase.  Expenses  increased  somewhat  less  rapidly,  so  net 
income  (the  difference  between  revenues  and  expenses)  increased  from 
$127  million  in  1962  to  $198  million  in  1966.  There  has  been  some  tend- 
ency, therefore,  for  prices  to  increase  relative  to  average  costs  over  the 
period. 
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In  part,  the  50-percciit  increase  in  community  hospital  revenues  and 
expenses  reflects  a  growth  in  the  use  of  hospital  services.  When  revenues 
and  expenses  are  divided  by  the  number  of  inpatient  days  provided  by 
hospitals,  the  growth  in  revenues  and  expenses  per  patient  day  is  re- 
duced to  about  30  percent.  Daily  costs  of  hospital  care  increased  $10  a 
day— from  $35  in  1962  to  $45  in  1966. 

The  cash-flow  position  of  community  hospitals,  defined  as  net  income 
plus  depreciation  expenses,  showed  an  even  more  favorable  increase  than 
net  income — from  $388  million  in  1962  to  $625  million  in  1966.  Since 
hospitals  receive  a  large  proportion  of  their  capital  funds  from  govern- 
mental grants  and  donations,  hospital  depreciation  expenses  do  not  play 
the  same  role'  as  depreciation  funds  in  other  types  of  businesses.  Typically, 
hospital  depreciation  expenses  are  not  funded  or  restricted  to  replace- 
ment of  existing  capital  facilities,  so  they  may  be  used  for  any  of  a  num- 
ber of  purposes.  The  excess  of  revenues  over  expenses  other  than  de- 
preciation reflects  more  accurately  than  net  income  data,  therefore,  the 
pool  of  funds  available  to  the  hospital  for  future  use.  These  cash-flow 
data  present,  for  the  first  time,  the  magnitude  of  this  component  for 
U.S.  community  hospitals. 

In  spite  of  the  fact  that  most  community  hospitals  are  nonprofit  hos- 
pitals, profits,  on  balance,  are  not  zero.  Table  2  presents  trends  in  net 
income  and  cash  flow  as  percentages  of  total  revenue  and  plant  assets. 
Net  income  averaged  2  percent  of  total  revenue  in  the  1962  to  1966 
period,  while  cash  flow  averaged  6  percent  of  total  revenue  over  the 
period.  The  ratios  averaged  somewhat  lower  when  compared  relative  to 
plant  assets.  Net  income  represented  1.5  percent  of  plant  assets  while 
cash  flow  averaged  4.5  percent  of  plant  assets  over  the  period.  In  some 
respects  these  ratios  are  comparable  to  rates  of  returns  on  sales  or  assets 
for  other  types  of  firms.  It  should  be  noted,  however,  that  expenses  on 
borrowed  capital  are  excluded  from  returns,  so  the  ratios  understate 
total  returns  to  all  capital.  Adding  interest  expenses  to  net  income  yields 
an  average  capital  return  of  1.9  percent  of  plant  assets. 

Since  the  growth  in  average  revenues  does  diverge  from  the  growth  in 
average  expenses,  it  is  worthwhile  to  make  a  distinction  between  hos- 
pital price  inflation  and  hospital  cost  inflation.  Theories  of  hospital  in- 
flation which  attempt  to  explain  change  over  time  in  the  prices  hospitals 
charge  for  various  services  should  help  supplement  our  understanding  of 
the  forces  that  induce  changes  in  hospital  costs  over  time. 

Hospital  revenues  and  expenses  by  type  of  control 

The  earnings  data  for  all  community  hospitals  include  State  and  local 
government  hospitals,  which  traditionally  incur  substantial  losses. 
Hence,  the  total  net  income  data  understate  the  profits  of  nongovern- 
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mental  nonprofit  and  for-profit  hospitals.  Table  3  presents  revenue  and 
expense  data  for  each  of  the  three  types  of  control. 

Nonprofit  hospitals  had  the  most  rapid  increase  in  net  income,  increas- 
ing from  S123  milHon  in  1962  to  $216  million  in  1966.  When  depreciation 
expenses  are  added  to  net  income,  nonprofit  hospitals  make  sizable  rates 
of  return.  As  shown  in  table  4,  cash  flow  of  nonprofit  hospitals  averaged 
7.4  percent  of  revenues  over  the  period. 

For-profit  hospitals  had  a  much  more  rapid  increase  in  expenses  than 
nonprofit  hospitals  (80  percent  over  the  period,  compared  with  a  50- 
percent  increase  in  nonprofit  hospital  expenses).  Part  of  the  explanation 
lies  in  the  more  rapid  increase  in  utilization  of  for-profit  hospitals.  On  a 
per  patient  day  basis,  for-profit  hospital  expenses  increased  36  percent^ 
compared  with  a  30-percent  increase  in  nonprofit  hospitals'  expenses. 
The  absolute  level  of  for-profit  hospital  expenses,  however,  was  still 
about  S8  a  day  lower  than  nonprofit  hospital  expenses  in  1966  ($36.54 

Chart  1 -Hospital  revenue,  expenses,  and  net  income  per  patient 
day  by  control,  1962  and  1966* 
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Chart  2-Ratio$  of  hospital  net  income  to  total  revenue 
and  of  cash  flow  to  total  revenue  by  type  of  control,  1966 
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in  for-profit  hospitals  and  $44.97  in  nonprofit  hospitals — see  chart  1). 
The  lower  absolute  cost  of  for-profit  hospitals  may  reflect  a  greater 
efficiency  of  operation,  a  simpler  case-mix  of  patients,  or  a  difference  in 
labor  market  conditions  facing  the  two  types  of  hospitals.  Whatever  the 
cause  of  the  lower  cost  level,  the  greater  rate  of  increase  of  for-profit 
hospital  expenses  suggests  that  for-profit  hospitals  have  not  become 
relatively  more  efficient  than  nonprofit  hospitals  over  time. 

Not  surprisingly,  for-profit  hospitals  earned  the  highest  rates  of  return 
of  any  of  the  three  types  of  hospitals.  Net  income  as  a  percent  of  plant 
assets  averaged  9.4  percent  over  the  period.  To  the  extent  that  for- 
profit  hospitals  rely  to  a  greater  degree  upon  borrowed  capital  (a  reason- 
able assumption  since  for-profit  hospitals  are  not  eligible  for  Federal 
funds  for  construction),  the  rate  of  return  of  for-profit  hospitals  is  under- 
stated relative  to  the  other  types  of  hospitals.  If  returns  to  borrowed 
capital  (interest  expenses)  are  added  to  net  income,  for-profit  hospitals 
earn  a  capital  return  rate  of  11.9  percent  on  plant  assets. 

State  and  local  government  hospitals  have  the  highest  expenses  per 
patient  day  of  the  three  types  of  hospitals — although  the  rate  at  which 
these  expenses  have  increased  over  the  period  is  virtually  the  same  as  in 
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nonprofit  hospitals.^  In  1966,  State  and  local  government  hospital  ex- 
penses averaged  $49 — $4  more  per  day  than  nonprofit  hospital  expenses. 

State  and  local  government  hospitals  also  have  the  lowest  profit  rates 
of  any  of  the  three  types  of  hospitals — incurring  net  income  losses  in 
each  year  of  the  period.  Although  State  and  local  government  revenues 
do  not  cover  total  expenses,  it  is  interesting  to  note  that  even  State  and 
local  government  hospitals  have  revenues  in  excess  of  out-of-pocket 
expenses  (expenses  other  than  depreciation).  Cash  flow  of  State  and 
local  government  hospitals  averaged  1.65  percent  of  revenues  over  the 
5-year  period  (see  chart  2). 

Hospital  revenues  and  expenses  by  bed  size 

Tables  5  and  6  present  revenue  and  expense  data  for  five  bed-size 
categories:  6  to  99  beds,  100  to  199  beds,  200  to  299  beds,  300  to  499 
beds,  and  500  or  more  beds.  As  indicated  in  the  tables,  hospital  expenses 
per  day  of  hospital  care  increase  uniformly  with  bed  size,  increasing  in 
1966  from  $38.09  for  hospitals  with  6  to  99  beds  to  $57.33  for  hospitals 
with  500  or  more  beds.  Alore  surprising  than  the  tendency  for  larger 
hospitals  to  have  higher  costs  is  the  more  rapid  rate  of  increase  of  expenses 
in  larger  hospitals.  Expenses  per  patient  day  increased  36  percent  over 
the  period  in  the  largest  hospitals,  compared  with  a  27-percent  increase 
in  hospitals  with  6  to  99  beds. 

Several  explanations  for  these  trends  are  possible:  (1)  larger  hospitals 
may  be  located  primarily  in  large  metropolitan  areas  with  higher  and 
more  rapidly  rising  wage  levels  (however,  increases  in  average  earnings 
by  bed  size  as  shown  in  table  23  suggest  that  this  is  not  an  important 
factor) ;  (2)  there  may  have  been  an  increase  in  specialization  over  the 
period,  with  larger  hospitals  becoming  more  and  more  responsible  for 
the  care  of  difficult  cases;  (3)  most  State  and  local  government  hospitals 
are  large  hospitals,  so  some  of  the  higher  costs  of  large  hospitals  may  be 
attributable  to  the  different  mix  of  hospital  types  (the  line  of  causation 
could  conceivably  run  the  other  way — State  and  local  government  hos- 
pitals may  have  higher  costs  because  they  tend  to  be  larger  hospitals) ;  ^ 
(4)  high  hospital  costs  may  primarily  reflect  sophisticated  equipment  and 
technology  such  as  larger  hospitals  are  more  likely  to  acquire;  or  (5) 
large  hospitals  may  have  much  greater  increases  in  utilization  by  out- 
patients, so  that  patient  days  tend  to  understate  their  growth  relative 


^  This  finding  contrasts  with  American  Hospital  Association  data  contained  in 
Hospitals  Guide  Issues.  Typically,  those  data  show  State  and  local  government  hos- 
pitals' expenses  about  S3  a  day  below  those  of  nonprofit  hospitals.  For  a  discussion  of 
the  reasons  for  this  difference  in  findings,  see  appendix  B. 

2  The  sample  response  rate  was  too  low  to  permit  examination  by  bed  size  within 
controls. 


17 


to  smaller  hospitals  and  hence  to  overstate  rise  in  cost  per  ''true"  unit  of 
output  (this  bias  is  investigated  in  the  following  sections). 

Although  average  revenues  per  patient  day  also  increase  with  bed 
size,  they  do  not  keep  pace  with  increases  in  expenses.  Consequently, 
hospitals  with  fewer  than  300  beds  have  higher  net  incomes  per  day  than 
larger  hospitals.  Table  6  presents  net  income  and  cash  flow  as  percentages 
of  total  revenue  and  plant  assets  for  hospitals  of  the  various  bed  sizes. 
Cash  flow  as  a  percent  of  total  revenue  ranged  from  8.5  for  hospitals 
with  6  to  99  beds  to  1.4  for  hospitals  with  500  or  more  beds. 

Several  factors  may  account  for  the  lower  ratio  of  prices  to  average 
costs  in  larger  hospitals.  Large  hospitals  in  a  metropolitan  area  may  be 
constrained  from  charging  higher  prices  by  competition  from  smaller 
hospitals  in  the  area.  Although  the  large  hospital  may  be  able  to  charge 
an  absolutely  higher  price  than  a  smaller  hospital  in  the  same  area  be- 
cause it  provides  higher  quality  care  or  because  it  offers  a  wider  range 
of  services,  the  price  differential  may  not  be  sufficient  to  cover  the  cost 
differential.  Another  related  possibility  may  be  the  tendency  for  the 
small  hospital  to  be  located  in  a  sparsely  populated  or  rural  area  in 
which  it  is  the  only  hospital.  The  lack  of  competition  may  permit  the 
smaller  hospital  to  charge  higher  prices  in  relation  to  costs.  It  should  also 
be  noted  that  the  greater  preponderance  of  State  and  local  government 
hospitals  in  the  larger  size  categories  may  account  for  the  somewhat 
lower  profits  of  larger  hospitals. 

Utilization  of  hospital  services 

Most  theories  of  inflation  are  concerned  with  rates  of  increase  in 
average  costs  or  prices,  but  some  theories  have  emphasized  the  growth 
in  utilization  of  hospital  services  as  an  important  contributor  to  inflation 
in  total  hospital  costs  or  expenditures.  Some  theories  emphasize  the  role 
of  insurance  in  greatly  increasing  the  number  of  hospital  admissions, 
reducing  incentives  for  rapid  discharge  from  the  hospital,  and  favoring 
inpatient  care  (which  tends  to  be  covered  by  insurance)  over  outpatient 
care  (which  is  not  as  well  covered  by  insurance).  Other  theories  empha- 
size that  hospitals  have  increasingly  substituted  for  other  forms  of 
medical  care — such  as  the  use  of  hospital  emergency  rooms  in  place  of 
physician  visits  to  the  home.  Several  policy  suggestions  have  been  aimed 
at  offsetting  some  of  the  undesirable  changes  in  utilization  of  hospital 
services  that  are  believed  to  have  occurred.  These  include  the  establish- 
ment of  utilization  review  committees  to  act  as  watchdogs  on  unneces- 
sarily long  hospital  stays  and  moves  toward  more  comprehensive  in- 
surance coverage  which,  it  is  hoped,  will  encourage  the  substitution  of 
less  expensive  outpatient  care  for  inpatient  care. 

A  glance  at  table  7  reveals  that  community  hospitals  have  experienced 
only  moderate  increases  in  inpatient  services.  Admissions  per  capita  in- 
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creased  by  only  5  percent  over  the  period  although  patient  days  increased 
at  a  somewhat  higher  rate  (9  percent) .  Beds  per  capita  did  not  quite  keep 
pace  with  the  increase  in  patient  days,  so  occupancy  rates  increased 
slightly  from  77.7  percent  to  78.7  percent. 

The  most  striking  change  in  utilization  occurred  in  outpatient  visits. 
Outpatient  visits  increased  from  382  per  1,000  population  in  1962  to  466 
in  1966 — a  22-percent  increase.  Several  studies  have  noted  this  growth 
and  have  attempted  to  explain  its  cause.^  Factors  frequently  suggested 
to  be  important  include:  (1)  growing  insurance  coverage  for  emergency 
room  services;  (2)  tightening  of  hospital  occupancy  rates,  inducing 
physicians  to  treat  more  patients  on  an  outpatient  basis;  (3)  decline  in 
physician  visits  to  the  home;  (4)  unavailability  of  private  physicians 
outside  of  office  hours;  (5)  increasing  concentration  of  low-income  groups 
in  central  city  areas,  accompanied  by  movements  of  physicians  out  of 
those  areas;  (6)  increased  mobility  of  the  population,  which  frequently 
leaves  individuals  without  a  personal  physician  to  turn  to  for  medical 
care;  and  (7)  change  in  the  practice  of  medicine,  which  requires  extensive 
laboratory  and  X-ray  equipment  only  available  in  hospitals. 

Since  the  outpatient  component  of  hospital  care  has  been  increasing  in 
relative  significance,  deflating  hospital  expenses  by  the  quantity  of  in- 
patient services  provided  tends  to  overstate  the  rise  in  hospital  expenses. 
Deflating  expenses  by  an  output  measure  combining  both  inpatient  and 
outpatient  care  yields  an  increase  in  total  expenses  per  unit  of  adjusted 
output  of  29.4  percent— from  S32.13  in  1962  to  $41.59  in  1966.^  This  is 
a  somewhat  lower  increase  than  the  30.2-percent  increase  in  total  expenses 
per  patient  day. 

In  summary,  increases  in  utilization  of  inpatient  services  per  capita 
have  been  quite  moderate  and  cannot  be  blamed  for  a  significant  portion 
of  hospital  inflation.  Increases  in  outpatient  visits,  on  the  other  hand, 
have  been  quite  marked,  so  some  of  the  increase  in  total  hospital  costs 
may  be  attributable  to  a  widening  of  the  role  of  the  hospital  as  a  primary 
source  of  medical  care,  replacing  care  formerly  provided  by  private 
physicians. 


2  For  a  multivariate  regression  analysis  of  the  determinants  of  demand  for  hospital 
outpatient  care,  see  Karen  Davis  and  Louise  B.  Russell,  "The  Substitution  of  Hospital 
Outpatient  Care  for  Inpatient  Care,"  Review  of  Economics  and  Statistics,  Vol.  54, 
No.  2  {May  1972).  For  a  survey  of  numerous  case  studies  of  individual  hospital  out- 
patient and  emergency  departments,  see  Karen  Davis  and  Louise  B.  Russell,  "The 
Demand  for  Hospital  Outpatient  Services,"  mimeographed,  1971. 

^  The  adjusted  output  measure  is  the  same  as  that  used  by  the  American  Hospital 
Association.  If  the  average  revenue  of  an  outpatient  visit  is  one-fourth  the  average 
revenue  of  an  inpatient  day,  an  outpatient  visit  is  considered  to  be  the  equivalent  of 
one-fourth  of  an  inpatient  day.  Total  expenses  are  then  divided  by  equivalent  in- 
patient days.  See  Hospitals  Guide  Issue,  August  1,  1969,  pp.  466-67  for  additional 
details. 
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Utilization  of  hospital  services  by  type  of  control 

Trends  in  utilization  of  hospital  services  by  type  of  control  reveal 
much  the  same  pattern  as  that  of  all  community  hospitals — inpatient 
services  per  capita  increased  moderately  while  outpatient  services  per 
capita  increased  much  more  rapidly.  Some  redistribution  of  services 
among  types  of  hospitals,  however,  did  occur.  As  shown  in  table  8, 
utilization  of  for-profit  hospitals  increased  more  rapidly  than  that  of 
either  nonprofit  or  State  and  local  government  hospitals,  so  at  the  end 
of  the  period  a  slightly  greater  proportion  of  hospital  days  of  care  were 
provided  by  for-profit  hospitals.  Patient  days  in  State  and  local  govern- 
ment hospitals  declined  somewhat  relative  to  those  in  nonprofit  hospitals. 

The  effect  on  hospital  costs  of  this  redistribution  of  utilization  among 
types  of  hospitals,  therefore,  tends  to  lower  cost  somewhat  from  what 
it  would  have  been  had  the  composition  remained  unchanged — utilization 
increased  relatively  in  lower-cost  for-profit  hospitals  and  declined  rela- 
tively in  higher-cost  State  and  local  government  hospitals.  The  aggregate 
effect  on  average  costs,  however,  is  quite  small.  If  the  proportion  of 
patient  days  provided  in  each  type  of  hospital  had  been  the  same  in 
1966  as  it  was  in  1962,  total  operating  expenses  per  patient  day  of  all 
community  hospitals  in  1966  would  have  been  $44.88  instead  of  $44.79.^ 

Utilization  of  hospital  services  by  bed  size 

Shifts  in  utilization  of  services  among  hospitals  of  different  sizes  were 
more  extensive  than  the  shifts  that  occurred  among  hospitals  of  different 
types  of  ownership  control.  Patient  days  per  capita  in  hospitals  with  300 
or  more  beds  increased  16  percent  over  the  period,  compared  with  only  a 
4-percent  increase  for  hospitals  with  fewer  than  300  beds.  This  may  re- 
flect a  change  in  medical  technology  which  requires  greater  use  of  special- 
ized facilities  commonly  available  only  in  larger  hospitals.  On  the  other 
hand,  it  may  be  a  demand-induced  shift — with  rising  insurance  coverage 
and  reduced  out-of-pocket  costs  to  the  patient,  the  patient  prefers  to  be 
treated  in  the  larger,  higher-cost  (and  supposedly  higher-quality)  hospital. 

Whatever  the  cause  for  the  change  in  the  distribution  of  hospital 
services  among  hospitals  of  various  sizes,  since  larger  hospitals  tend  to 
have  higher  costs,  a  small  portion  of  hospital  inflation  can  be  traced  to 
this  shift.  If  the  proportion  of  patient  days  provided  in  each  size  hospital 
had  been  the  same  in  1966  as  it  was  in  1962,  total  expenses  per  patient 


5  This  calculation  involves  the  assumption  that  average  expenses  per  patient  day 
of  each  type  of  hospital  control  would  have  been  the  same  with  either  distribution  of 
inpatient  utilization.  Operating  expenses  exclude  minor  expenses  incurred  in  the 
provision  of  nonpatient  services  and  are  somewhat  lower  than  total  expenses  per 
patient  day  (see  table  10). 
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day  of  all  community  hospitals  in  1966  would  have  been  $44.55  instead 
of  $44.79.« 

Summary 

Principal  findings  of  this  review  of  hospital  revenues,  expenses,  and 
utilization  of  services  include: 

1.  Hospital  revenues  have  increased  slightly  faster  than  expenses 
(particularly  out-of-pocket  expenses).  Revenues  per  patient  day  increased 
30.3  percent  from  1962  to  1966,  while  expenses  per  day  increased  30.2 
percent. 

2.  For-profit  hospitals  make  the  highest  rates  of  return  (with  a  17.9- 
ratio  of  cash-flow  to  plant  assets  in  1966) ;  nonprofit  hospitals  follow  (5.8 
percent);  with  State  and  local  government  hospitals  earning  the  lowest 
return  (0.8  ratio  of  cash-flow  to  plant  assets  in  1966). 

3.  Small  hospitals  earn  higher  rates  of  return  than  large  hospitals 
(cash-flow  was  7.1  percent  of  plant  assets  in  1966  for  hospitals  with  6  to  99 
beds,  compared  with  0.8  percent  for  hospitals  with  500  or  more  beds). 

4.  Expenses  and  revenues  have  risen  more  rapidly  in  large  than  in 
small  hospitals,  and  more  rapidly  in  for-profit  than  in  nonprofit  hospitals. 

5.  Increases  in  utilization  of  hospital  inpatient  services  have  been 
quite  moderate,  while  use  of  outpatient  services  has  increased  very  rapidly. 
Adjusting  output  for  growth  in  outpatient  visits  reduces  the  growth  in 
average  costs  per  adjusted  patient  day  to  29.4  percent  over  the  period. 

6.  There  has  been  some  shift  toward  greater  utilization  of  large  hos- 
pitals, but  this  has  had  little  effect  on  average  costs. 

Although  these  aggregate  data  are  not  too  useful  in  choosing  between 
various  theories  of  inflation,  they  are  suggestive  in  several  respects. 
First,  the  growth  in  net  income  over  the  period  suggests  that  prices  are 
not  simply  equated  with  costs  (or  vice  versa) .  Various  theories  of  inflation 
which  imply  an  equality  of  the  two  should  at  least  be  modified  to  include 
lagged  responses.  Second,  changes  in  the  composition  of  utilization  among 
different  size  hospitals  have  not  accounted  for  any  substantial  portion  of 
inflation.  Third,  there  have  been  no  excessive  increases  in  hospital  ad- 
missions or  days  of  care — although  the  excessive-utilization  theory  of 
inflation  may  apply  to  ancillary  hospital  services  or  to  an  increase  in 
excessively  high  quality  care.  There  is  some  evidence  of  a  shift  to  greater 
use  of  large,  more  expensive  hospitals.  Fourth,  the  expanded-scope-of- 
hospitals  theory  of  inflation  is  substantiated  to  some  extent  by  the  big 
increase  in  utilization  of  hospital  outpatient  services.  Fifth,  for-profit 
hospitals  had  an  even  greater  increase  in  average  cost  than  nonprofit 
hospitals — shedding  some  doubt  on  theories  of  inflation  based  upon 
increasing  inefficiency  in  nonprofit  hospitals.  Instead,  the  similar  ex- 
perience of  all  types  of  hospitals  suggests  factors  that  are  common  to 
all  hospitals — such  as  demand-pull  inflation  or  technological  change. 

^  Again,  the  assumption  is  made  that  average  expenses  per  patient  day  for  each 
size  hospital  would  have  been  the  same  with  either  distribution  of  inpatient  utilization. 


IV.  LABOR  AND  CAPITAL  COMPONENTS  OF 
HOSPITAL  INFLATION 


Since  some  theories  of  hospital  inflation  are  based  upon  a  labor  cost- 
push  model  while  others  emphasize  wasteful  capital  expenditures,  some 
insight  into  the  validity  of  these  theories  for  the  early  1960's  can  be  ob- 
tained by  decomposing  total  hospital  expenses  into  factor  input  expenses. 
Several  types  of  information  are  useful  in  determining  the  potential 
magnitude  of  these  sources  of  inflation.  First,  information  on  the  relative 
importance  of  labor  and  capital  expenses  should  provide  some  perspective 
on  the  relation  between  increases  in  factor  costs  and  overall  hospital 
costs.  Secondly,  it  is  important  to  know  how  much  of  the  rise  in  factor 
expenses  represents  an  increase  in  the  price  paid  for  inputs  and  how  much 
represents  an  increase  in  the  quantity  of  inputs  used  in  the  provision  of 
a  day  of  hospital  care.  Finally,  it  is  important  to  know  whether  the  types 
of  labor  and  capital  inputs  used  have  changed  over  time.  This  section, 
therefore,  will  explore  data  on  labor  and  capital  expenses,  prices,  and 
quantities  of  inputs  per  day  of  hospital  care,  and  the  composition  of 
labor  force,  beds,  and  plant  assets. 
Questions  to  be  addressed  include: 

1.  How  much  of  the  increase  in  hospital  costs  is  attributable  to  an 
increase  in  the  prices  paid  for  inputs  and  how  much  of  the  increase  reflects 
an  increase  in  quantities  of  inputs  used  to  provide  a  day  of  care? 

2.  Have  labor  expenses  risen  more  rapidly  than  other  types  of  expenses? 

3.  Are  increases  in  labor  expenses  primarily  caused  by  increases  in 
labor  inputs  per  day  of  hospital  care  or  by  increases  in  earnings  of  hospital 
employees? 

4.  Has  the  skill  composition  of  the  hospital  labor  force  increased  or 
declined  over  the  period? 

5.  Which  types  of  hospital  wages  have  increased  most  rapidly  over 
the  period? 

6.  Have  the  quantities  and  types  of  capital  inputs  used  in  the  provision 
of  a  day  of  hospital  care  changed  over  the  period? 

7.  Does  the  use  of  labor  and  capital  inputs  vary  markedly  by  type  of 
hospital  ownership  control? 

8.  Do  small  hospitals  use  a  different  mix  of  labor  and  capital  inputs 
than  large  hospitals? 
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Major  labor  and  capital  components  of  hospital  expenses 

Operating  expenses  may  be  decomposed  into  pajToll  expenses;  de- 
preciation, interest,  and  rent  expenses;  and  other  operating  expenses 
consisting  primarily  of  supplies,  food,  utilities,  drugs,  and  linen. ^  Table  10 
indicates  that  capital  expenses  have  increased  much  more  rapidly  over 
the  period  than  other  types  of  expenses — with  depreciation,  interest, 
and  rent  per  patient  day  increasing  52  percent,  compared  with  an  in- 
crease of  28  percent  in  pajToll  expenses.  Other  operating  expenses  per 
patient  day  increased  by  32  percent.  The  slower  rise  in  pajrroll  expenses 
led  to  a  decline  in  the  proportion  of  all  expenses  which  are  labor  expenses 
from  62  percent  in  1962  to  61  percent  in  1966.  Capital  operating  expenses, 
while  a  relatively  small  component  of  operating  expenses,  increased  from 
4.6  percent  of  all  operating  expenses  in  1962  to  5.4  percent  in  1966. 

Although  these  trends  in  factor  expenses  disprove  the  allegation  that 
rising  hospital  costs  are  merely  a  reflection  of  rising  labor  costs,  labor  ex- 
penses still  represent  a  sizable  portion  of  hospital  costs  and  warrant 
deeper  examination.  In  particular,  it  would  be  useful  to  know  how  much 
of  the  28-percent  increase  in  pa3T:'oll  expenses  per  patient  day  stems  from 
an  increase  in  average  wages  and  how  much  stems  from  use  of  more 
employees  per  day  of  care.  Table  11  indicates  that  about  three-fourths  of 
the  increase  was  caused  by  an  increase  in  average  annual  earnings  of 
hospital  employees,  while  one-fourth  of  the  increase  was  caused  by  an 
increase  in  the  number  of  employees  per  da}"  of  care. 

Average  annual  earnings  of  hospital  employees  increased  from  $3,176 
in  1962  to  $3,816  in  1966 — a  20-percent  increase.  Although  these  salaries 
are  quite  low,  and  few  would  call  a  wage  increase  at  such  a  low  level 
excessive,  these  increases  are  higher  than  wage  increases  in  other  in- 
dustries. For  example,  average  weekly  earnings  of  retail  trade  workers 
increased  by  only  13  percent  over  the  same  period.^ 

Also  in  contrast  to  other  industries,  hospitals  have  increased  the 
number  of  employees  per  unit  of  output  over  the  period.  Full-time 
equivalent  employees  per  dailj^  census  increased  b}"  6  percent  from  2.46 
in  1962  to  2.61  in  1966.  There  are  several  possible  explanations  for  the 
increase  in  labor  inputs  per  patient.  It  ma}'  represent  a  decline  in  hospital 
efficiency  (or  a  decline  in  labor  productivit^O  ?  but  a  more  plausible 
explanation  is  that  the  nature  of  hospital  care  has  changed.  This  could 
result  from  a  change  in  technology  which  requires  additional  labor,  from 
an  increase  in  the  quality  of  care  provided,  or  from  a  change  in  the  range 
of  services  offered  by  hospitals.  Regardless  of  the  underlying  reason  for 
the  increase  in  labor  inputs,  it  is  important  to  understand  that  in  hos- 


^  Total  operating  expenses  differ  slightly  from  total  expenses  since  some  nonoperating 
expenses  such  as  fund-drive  expenses  are  included  in  total  expenses. 
2  Economic  Report  of  the  President,  1971,  table  C-30. 
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pitals,  unlike  other  industries,  productivity  gains  cannot  be  relied  upon 
to  offset  increases  in  wages.  Instead,  increases  in  labor  inputs  per  unit  of 
output  add  to  the  increases  in  wages  for  an  even  higher  rate  of  increase 
in  labor  expenses. 

Although  labor  expenses  represent  a  major  portion  of  hospital  expenses, 
capital  expenses  have  also  been  the  focus  of  much  concern.  One  theory  of 
hospital  inflation  pins  the  blame  for  rising  costs  on  the  desire  of  hospital 
administrators  to  acquire  ''excessive"  capital  equipment.  In  fact,  capital 
expenses  have  increased  quite  markedly.  Depreciation,  interest,  and  rent 
expenses  per  patient  day  increased  52  percent  over  the  period.  Plant 
assets  per  day  of  hospital  care  increased  by  26  percent  over  the  period. 
Unfortunately,  a  good  measure  of  physical  capital  is  unavailable.  In- 
creases in  plant  assets  represent  increases  both  in  prices  of  capital  goods 
(or  historical  cost  of  assets)  and  in  the  physical  quantity  of  capital.  Plant 
assets  also  do  not  reflect  the  extent  of  rented  capital.  In  order  to  derive  a 
measure  of  physical  capital,  an  index  of  capital  cost  is  constructed  by 
assuming  that  capital  costs  increased  at  the  same  rate  over  the  period 
as  the  high-grade  municipal  bond  interest  rate  (a  20-percent  increase^). 
Using  this  measure  of  the  price  of  capital  services,  an  index  of  physical 
capital  is  constructed  by  deflating  total  capital  expenses  per  patient  day 
by  the  price  of  capital.  This  procedure  yields  an  increase  in  physical 
capital  inputs  per  daily  census  of  26  percent  over  the  period — the  same 
as  the  increase  in  plant  assets  per  day  of  care. 

Other  operating  expenses  per  patient  day  increased  by  32  percent  over 
the  period.  Although  the  exact  composition  of  these  expenses  is  un- 
known, they  consist  primarily  of  supplies  (including  disposable  items 
such  as  surgical  gowns,  s>Tinges,  and  thermometers),  food,  utilities,  drugs, 
and  linen.  If  the  composite  average  price  of  these  commodities  moves 
similarly  to  the  consumer  price  index,  a  physical  measure  of  other  inputs 
can  be  constructed  by  deflating  other  expenses  per  patient  day  by  the 
consumer  price  index.  Using  this  procedure,  other  inputs  per  patient 
day  increased  by  23  percent  from  1962  to  1966. 

These  trends  in  physical  inputs  and  prices  of  inputs  are  summarized 
in  table  12.  An  aggregate  price  index  is  constructed  by  weighting  the 
prices  of  each  of  the  factor  inputs  by  the  proportion  of  expenses  repre- 
sented by  that  factor  in  1964.  ^  An  aggregate  physical  input  index  per 
patient  day  is  also  constructed  using  the  same  weights.  The  overall 
annual  increase  of  6.8  percent  in  operating  expenses  per  patient  day 
may  then  be  decomposed  into  a  3.8-percent  annual  increase  in  the  prices 
of  hospital  inputs,  and  a  3.0-percent  annual  increase  in  the  quantities 
of  inputs  used  in  the  provision  of  a  day  of  hospital  care. 

^  Economic  Report  of  the  President,  1971,  table  C-57. 

*  Weights  are  .615  for  payroll  expenses,  .049  for  capital  expenses,  and  .336  for 
other  expenses. 
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Major  labor  and  capital  components  of  hospital  expenses,  by  type  of  control 

The  theories  of  hospital  inflation  which  are  based  upon  wasteful 
capital  expenditures  or  excessive  wage  payments  are  believed  to  apply 
primarily  to  nonprofit  hospitals.  For-profit  hospitals  are  assumed  to 
maximize  profits  and  minimize  the  cost  of  producing  any  given  level  of 
output.  For-profit  hospitals,  therefore,  will  not  use  excessive  amounts  of 
inputs  to  produce  any  given  lev-el  of  hospital  care,  nor  will  they  engage 
in  ' 'philanthropic"  wage  behavior  (paying  labor  more  than  their  oppor- 
tunity cost).  It  is  interesting,  therefore,  to  contrast  labor  and  capital 
expenses  by  type  of  hospital  to  determine  if  the  hospitals  differ  markedly 
in  the  quantities  of  factor  inputs  used  in  the  provision  of  hospital  care 
and  the  prices  they  pay  for  factor  inputs.  Table  13  presents  trends  in 
labor  and  capital  expenses  per  patient  day  and  the  percentage  distribu- 
tion of  operating  expenses  among  labor,  capital  and  other  expenses. 
Table  14  presents  trends  in  full-time  equivalent  employees,  average 
annual  earnings  of  employees,  and  plant  assets  by  type  of  hospital. 
Table  15  summarizes  these  trends  b}^  presenting  the  annual  average 
rates  of  increase  of  the  components  of  hospital  costs  by  type  of  hospital. 

For-profit  hospitals  have  the  highest  capital  costs  per  patient  day  of 
the  three  types  of  hospitals,  and  these  expenses  have  increased  most 
rapidly  over  the  period  from  1962  to  1966.  Since  for-profit  hospitals  in 
general  do  not  devote  more  capital  inputs  per  day  of  care  (plant  assets 
per  daily  census  averaged  $22,662  in  nonprofit  hospitals  and  only  S8,667 
in  for-profit  hospitals,  see  table  14),  the  higher  capital  expenses  of  for- 
profit  hospitals  must  be  attributable  to :  (1)  a  greater  tendency  of  for-profit 
hospitals  to  borrow  funds  for  capital  expansion  so  that  interest  expenses 
are  greater,  (2)  a  greater  tendency  to  report  depreciation  expenses  since 
these  expenses  may  be  deducted  in  calculating  tax  payments,  (3)  a  greater 
tendency  to  use  accelerated-depreciation  methods  of  reporting  deprecia- 
tion, or  (4)  a  greater  tendency  to  rent  some  capital  facilities. 

Payroll  expenses  represent  only  46  percent  of  for-profit  expenses, 
compared  with  62  percent  for  nonprofit  and  State  and  local  government 
hospitals  (see  chart  3).  In  1966,  payroll  expenses  per  patient  day  were 
$11  lower  in  for-profit  hospitals  than  in  nonprofit  hospitals  ($16.38,  com- 
pared w^ith  $27.48).  If  nonprofit  hospitals  and  State  and  local  govern- 
ment hospitals  incurred  the  same  payroll  expenses  per  patient  day  as 
for-profit  hospitals,  total  operating  expenses  per  patient  day  would  be 
virtually  identical  for  the  three  types  of  hospitals. 

A  glance  at  table  14  reveals  that  for-profit  hospitals  not  only  use 
fewer  employees  per  day  of  care  but  also  pay  a  lower  average  salary. 
They  employed  2.01  employees  per  daily  census,  compared  with  2.57  in 
nonprofit  hospitals  and  2.87  in  State  and  local  government  hospitals  in 
1966.  That  is.  State  and  local  government  hospitals  devote  43  percent 
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Chart  3-Distribotion  of  hospital  operating  expenses  by  factor 
inputs  and  by  type  of  control,  1966 


Payroll  expenses 


jDepreciation,  interest,  rent 
^Otfier  operating  expenses 


Nonprofit  hospitals  For-profit  hospitals  State  &  local  govt,  hospitals 

more  labor  inputs  per  day  of  hospital  care  than  for-profit  hospitals.  As 
shown  in  chart  4,  for-profit  hospital  annual  earnings  averaged  nearly 
$1,000  below  those  of  nonprofit  hospitals  in  1966  ($2,978  versus  $3,905). 

These  sizable  differences,  both  in  quantities  of  labor  employed  in  the 
provision  of  hospital  care  and  in  average  wages  paid,  lend  some  credence 
to  the  argument  that  nonprofit  hospitals  pay  unnecessarily  high  wages 
and  employ  excessive  quantities  of  labor.  However,  many  factors  may 
explain  these  differences;  for  instance,  for-profit  hospitals  may  treat 
simpler  cases  requiring  fewer  personnel  and  lower  skill  levels,  they  may 
be  located  in  areas  with  lower  prevailing  wage  levels,  or  they  may  provide 
a  lower  quality  of  care. 

Although  for-profit  hospitals  employ  substantially  fewer  employees 
per  day  of  care  and  pay  lower  wages  than  nonprofit  hospitals,  the  per- 
centage increase  in  these  components  of  labor  expenses  has  been  some- 
what higher  in  for-profit  hospitals  than  in  nonprofit  hospitals.  The 
differences,  however,  are  fairly  small.  Earnings  increased  23  percent  in 
for-profit  hospitals,  compared  with  a  21-percent  increase  in  nonprofit 
hospitals;  employees  per  daily  census  increased  7.5  percent  over  the 
period  in  for-profit  hospitals,  contrasted  with  a  6.6-percent  increase  in 
nonprofit  hospitals. 

Table  15  summarizes  trends  in  physical  inputs  and  prices  of  inputs  by 
ownership  control.  The  same  procedures  described  in  the  preceding 
section  were  used  to  construct  the  capital  and  other  input  quantity 
indexes.  The  high-grade  municipal  bond  rate  used  as  a  measure  of  the 
price  of  capital  services  is  probably  less  appropriate  for  for-profit  hos- 
pitals than  for  nonprofit  and  governmental  hospitals. 

Increases  in  physical  inputs  per  day  of  care  again  account  for  a  sub- 
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stantial  portion  of  increases  in  total  operating  expenses  per  patient  day. 
Operating  expenses  per  patient  day  in  for-profit  hospitals  increased  7.9 
percent  annually.  Of  this,  4.1  percent  represented  an  increase  in  physical 
inputs  while  the  remaining  3.6  percent  represented  an  increase  in  the 
price  of  inputs.  State  and  local  government  hospitals  also  had  a  slightly 
higher  rate  of  increase  in  inputs  per  day  of  care  than  in  prices  of  inputs 
(3.3  percent  increase  in  factor  inputs  per  day  and  3.4  percent  annual 
increase  in  prices  of  inputs).  Increases  in  prices  of  inputs  were  relatively 
more  important  in  nonprofit  hospitals.  The  6.8-percent  annual  increase 
in  overall  average  costs  was  composed  of  a  3.9-percent  increase  in  factor 
prices  and  a  2.9-percent  increase  in  inputs  per  day  of  care. 

Major  labor  and  capital  components  of  hospital  expenses,  by  bed  size 

Tables  16  and  17  present  trends  in  labor  and  capital  expenses,  quanti- 
ties of  factor  inputs,  and  average  earnings  by  bed  size  of  hospital.  Differ- 
ences in  expenses  by  size  of  hospital  could  reflect  the  existence  of  econ- 
omies or  diseconomies  of  scale  in  the  provision  of  hospital  services.  As  is 
well  known,  however,  larger  hospitals  tend  to  treat  more  complex  types 
of  cases  and  more  difficult  cases  of  a  given  type  of  case  (e.g.,  cases  re- 
quiring cardiac  intensive  care,  open-heart  surgery,  burn  therapy,  or 
radiation  therapy).  It  is  impossible  without  a  model  of  hospital  cost  de- 
termination and  appropriate  data  on  all  important  explanators  of  hospital 
costs  to  separate  any  differences  in  hospital  costs  attributable  strictly  to 
size  from  those  attributable  to  other  factors. 

The  data  presented,  however,  do  give  some  indication  of  the  magnitude 
of  differences  in  the  cost  of  providing  hospital  care  in  the  various  size 
hospitals.  Capital  expenses  per  patient  day  do  not  seem  to  vary  sys- 
tematically with  bed  size  of  hospital.  Payroll  expenses  per  patient  day, 
however,  increase  uniformly  as  size  of  hospital  increases.  Hospitals  w^ith 
500  or  more  beds  have  payroll  expenses  per  patient  day  averaging  $15 
a  day  higher  than  hospitals  with  only  6  to  99  beds  ($35.46  for  hospitals 
with  500  or  more  beds,  compared  with  $20.81  for  hospitals  with  6  to  99 
beds,  in  1966).  Not  only  do  large  hospitals  have  higher  payroll  expenses 
per  patient  day  than  small  hospitals,  but  these  expenses  have  been  in- 
creasing more  rapidly  in  large  hospitals  than  in  small  ones.  In  1966, 
payroll  expenses  represented  64  percent  of  all  expenses  for  hospitals  with 
500  or  more  beds  and  only  55  percent  of  all  expenses  for  hospitals  with 
6  to  99  beds. 

Given  the  tendency  of  large  hospitals  to  treat  more  difficult  cases,  it 
is  not  surprising  that  they  use  substantially  more  factor  inputs  per  day 
of  care  provided  than  do  small  hospitals.  Table  17  reveals  that  hospitals 
with  500  or  more  beds  use  35  percent  more  employees  and  44  percent 
more  plant  assets  per  day  of  care  than  hospitals  with  6  to  99  beds.  Aver- 
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age  annual  employee  earnings  are  also  higher  in  large  hospitals  ($4,113 
in  1966  for  hospitals  with  500  or  more  beds,  compared  with  $3,246  for 
hospitals  with  6  to  99  beds) ,  probably  reflecting  either  the  higher  skill-mix 
of  employees  in  larger  hospitals  or  the  tendency  for  large  hospitals  to  be 
located  in  big  cities  with  higher  prevailing  wage  levels  (see  chart  5) . 

Table  18  summarizes  the  trends  in  factor  inputs  per  day  of  care  and 
prices  of  inputs  by  size  of  hospital.  Annual  rates  of  increase  in  total 
operating  expenses  per  patient  day  are  higher  in  large  hospitals  than  in 
smaller  hospitals — and  a  greater  proportion  of  the  increase  in  larger 
hospitals  is  accounted  for  by  increases  in  physical  inputs.  Of  the  7.7- 
percent  annual  increase  in  average  costs  for  hospitals  with  500  or  more 
beds,  4.1  percent  represents  an  increase  in  factor  inputs  per  day  of  care. 
In  contrast,  of  the  6.0-percent  annual  increase  in  average  costs  in  hos- 
pitals with  6  to  99  beds,  only  2.6  percent  is  the  result  of  an  increase  in 
inputs  per  day  of  care. 

Distribution  of  labor  expenses  by  type  of  employee 

One  of  the  reasons  frequently  advanced  for  rising  labor  costs  is  the 
increasing  tendency  of  hospitals  to  hire  a  more  highly  skilled  labor  force. ° 
Technological  change  resulting  in  more  complex  methods  of  treatment 
is  cited  as  the  primary  reason  for  the  upgrading  of  the  hospital  labor 
force.  Others  make  the  reverse  argument  and  contend  that  a  shortage 
of  highly  skilled  labor  has  caused  hospitals  to  make  greater  use  of  less 
highly  skilled  labor.^  Unfortunately,  virtually  no  information  has  previ- 
ously been  available  on  a  nationwide  basis  as  to  the  composition  of 
hospital  payroll  expenses  by  type  of  employee.  It  has  been  difficult, 
therefore,  to  determine  accurately  if  the  hospital  skill-mix  has  changed 
in  either  direction.  This  survey  provides,  for  the  first  time  on  a  nation- 
wide basis,  breakdow^ns  of  labor  expenses  over  a  period  of  time  for  five 
employee  classifications:  administrative  employees,  dietary  employees, 
household  and  property  employees,  professional  patient  care  employees, 
and  a  residual  category  covering  primarily  nonprofessional  patient  care 
employees  and  those  professional  employees  not  covered  by  the  above 
categories.  Since  the  residual  group  covers  a  wide  variety  of  employees, 
most  of  the  analysis  will  concentrate  on  trends  in  the  four  major  occupa- 
tional classifications. 

Several  different  types  of  evidence  on  changes  in  hospital  labor  force 
skill-mix  can  be  presented  with  these  data.  First,  percentage  increases  in 
personnel  of  the  various  types  can  be  contrasted  to  determine  which 


5  See,  for  example,  U.S.  Department  of  Health,  Education,  and  Welfare,  A  Report 
to  the  President  on  Medical  Care  Prices  (February  1967),  p.  29. 

^  Feldstein  presents  some  evidence  which  indicates  that  the  skill  level  has  actually 
declined  in  The  Rising  Cost  of  Hospital  Care,  chapter  5. 
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types  of  personnel  have  increased  the  most  rapidly.  Second,  increases  in 
earnings  of  employees  within  each  category  can  be  compared  to  deter- 
mine which  types  of  employee  earnings  have  been  the  primary  force 
behind  inflation  in  overall  earnings.  This  information  will  also  shed  some 
light  on  the  contention  that  rising  wage  levels  are  the  result  of  rising 
wages  in  traditionally  low-paid  hospital  occupations.  Finally,  an  index 
of  average  earnings  can  be  constructed  holding  the  composition  of  the 
labor  force  constant.  In  this  way,  increases  in  actual  earnings  can  be 
compared  with  how  much  earnings  would  have  increased  if  the  com- 
position of  the  labor  force  had  remained  the  same. 

The  occupational  classifications  provided  in  the  survey  are  not  per- 
fectly suited  for  testing  the  hypothesis  that  the  level  of  the  skill-mix  of 
hospital  employees  has  increased  since  it  is  possible  that  the  skill  levels 
within  each  broad  employee  classification  have  changed.  However,  it  is 
possible  to  determine  if  the  rising  wage  level  is  primarily  attributable  to 
a  shift  from  less  technical  to  more  technical  occupations. 

Trends  in  the  number  of  employees  per  day  of  hospital  care  by  occu- 
pational classification  indicate  that  there  has  been  a  shift  to  more  tech- 
nical occupations.  The  biggest  increases  in  the  four  major  occupational 
classifications  came  in  professional  patient  care  employees  (increasing 
from  1.45  to  1.55  employees  per  day  of  care  as  shown  in  table  19),  ad- 
ministrative employees,  and  other  employees.  The  number  of  the  dietary 
and  the  household  and  property  employees  per  day  of  hospital  care  re- 
mained constant  over  the  period. 

For  the  two  more  highly  skilled  employee  classifications  (administra- 
tive and  professional  patient  care)  the  earnings  pattern  \^as  mixed. 
Professional  patient  care  employee  earnings  rose  rapidly  over  the  period 
(23  percent)  while  administrative  employee  earnings  were  virtually 
constant  over  the  period.  This  may  reflect  an  expansion  of  administrative 
personnel  to  include  more  clerical  personnel,  so  the  higher  salaries  of  the 
hospital  administrator  and  his  assistants  are  increasingly  diluted  over 
the  period  by  an  expansion  in  lower-paid  administrative  personnel.  The 
increase  in  professional  patient  care  earnings,  on  the  other  hand,  may 
reflect  an  addition  of  more  highly  skilled  employees  such  as  more  physi- 
cians on  the  hospital  staff. 

Dietary  employees  and  household  and  property  employees,  while  near 
the  bottom  of  the  wage  ladder,  had  the  greatest  percentage  increases  in 
annual  earnings  (25  percent  for  dietary  employees  and  24  percent  for 
household  and  property  employees).  This  provides  some  substantiation  for 
the  claim  that  part  of  the  increase  in  wage  levels  represents  an  increase 
in  the  wages  of  low-paid  workers. 

These  trends  in  number  of  employees  and  average  earnings  by  occupa- 
tion are  combined  in  the  data  on  payroll  expenses  presented  in  table  20. 
By  far  the  most  rapid  increase  in  payroll  expenses  has  been  in  the  pro- 
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fessional  patient  care  category  with  expenses  per  patient  day  increasing 
32  percent  over  the  period.  All  other  employee  categories  declined  as  a 
proportion  of  payroll  expenses  over  the  period,  while  professional  patient 
care  payroll  expenses  increased  from  63.6  percent  of  all  payroll  expenses 
in  1962  to  65.6  percent  in  1966. 

The  effect  of  a  shift  in  the  composition  of  employees  toward  higher- 
wage  occupations  may  be  summarized  by  contrasting  the  actual  increase 
in  average  earnings  with  the  increase  that  would  have  occurred  had  the 
composition  of  the  labor  force  remained  unchanged.  The  simple  unad- 
justed index  relating  average  earnings  in  a  given  year  to  average  earnings 
in  the  base  year  is  given  by '? 

where  TF'  is  average  annual  earnings  of  ^th  type  of  employee  and  L^"  is  full- 
time  equivalent  employees  of  the  ^th  type.  An  adjusted  earnings  index 
which  determines  how  much  wages  would  have  risen  over  the  period  if 
the  hospital  had  continued  to  hire  the  same  labor  force  composition 
during  the  period  that  it  hired  at  the  beginning  of  the  period  is  given  by : 

If  the  hospital  has  switched  to  a  higher  skill-mix  over  the  period,  the 
unadjusted  wage  index  will  rise  more  rapidly  than  the  adjusted  wage 
index.  As  shown  below,  the  unadjusted  wage  index  rose  slightly  faster 

Annual  average  earnings  indexes,  1962-66 
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Year 

Unadjusted 
index, 
Wit 

Adjusted 
index, 

W2t 

1962  

100.0 
104.4 
108.2 
112.6 
120.2 

100.0 
104.4 
108.0 
112.0 
120.0 

1963  

1964  

1965_.   

1966  

than  the  adjusted  index,  indicating  that  the  skill-mix,  if  anything,  has 
risen  slightly. 

These  findings  are  at  variance  with  those  of  M.  Feldstein  based  upon 
hospital  employee  data  from  surveys  of  15  to  20  major  metropolitan 
areas  in  1963  and  1966.^  Feldstein  found  that  the  adjusted  index  grew 

^  Alternatively,  the  index  could  be  defined  in  terms  of  employment  at  the  end  of 
the  period.  Calculations  on  that  basis  yielded  the  same  results — the  unadjusted  wage 
index  rose  slightly  faster  than  the  adjusted  index. 

^  The  Rising  Cost  of  Hospital  Care,  chapter  5. 
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more  rapidly  than  the  overall  index,  indicating  a  downgrading  of  the 
average  skill  level.  Feldstein's  employee  classifications  are  somewhat 
different:  professional  nursing,  technical,  clerical,  nonprofessional  nursing, 
and  housekeeping.  The  results  reported  here  may  differ  from  Feldstein's 
either  because  they  are  based  on  all  hospitals  rather  than  just  major 
metropolitan  area  hospitals,  or  because  the  skill  classifications  presented 
here  are  not  as  narrowly  defined  as  in  the  Feldstein  study.  It  is  likely 
that  the  employee  classifications  presented  here  are  less  homogeneous 
with  respect  to  skill  level  than  the  occupational  classifications  used  by 
Feldstein.  A  shift  to  more  technical  occupations  accompanied  by  a  slight 
downgrading  of  skills  within  broad  occupational  classifications  would  be 
consistent  with  both  sets  of  findings. 

Distribution  of  labor  expenses  by  type  of  employee  and  by  type  of  control 

The  general  trends  in  the  composition  of  payroll  expenses  by  employee 
classification  that  were  noted  in  the  preceding  section  also  hold  for  the 
various  types  of  ownership  control.  The  biggest  increases  in  personnel 
per  day  of  care  of  the  four  major  occupations  were  in  the  administrative 
and  professional  patient  care  categories  for  all  three  types  of  control. 
Dietary  and  household  and  property  employees  either  remained  constant 
or  declined  slightly  in  each  type  of  hospital  (see  table  21). 

As  noted  earlier,  for-profit  hospitals  have  fewer  employees  per  day  of 
hospital  care  than  the  other  two  types  of  hospitals.  This  relationship 
holds  for  all  employee  categories  except  administrative  where  for-profit 
hospitals  have  slightly  more  employees  per  day  of  care  than  nonprofit  or 
State  and  local  government  hospitals.  Professional  patient-care  em- 
ployees represent  about  the  same  proportion  of  all  employees  in  for-profit 
hospitals  as  in  other  hospitals,  although  the  number  of  professional 
patient-care  employees  per  day  of  care  is  substantially  lower  (1.18  in 
for-profit  hospitals,  compared  with  1.54  in  nonprofit  hospitals,  and  1.68 
in  State  and  local  government  hospitals). 

The  pattern  of  increases  in  annual  earnings  was  fairly  similar  in  the 
three  types  of  controls  with  the  exception  of  administrative  expenses. 
Administrative  earnings  increased  substantially  in  nonprofit  hospitals, 
were  relatively  constant  in  for-profit  hospitals,  and  declined  markedly  in 
State  and  local  government  hospitals.  Since  increases  in  governmental 
hospitals'  administrative  employees  were  particularly  marked  over  the 
period,  the  decline  in  average  administrative  earnings  undoubtedly  re- 
flects a  downgrading  of  the  average  skill  level  of  administrative  em- 
ployees in  State  and  local  government  hospitals.  Earnings  in  professional 
patient  care  also  increased  more  rapidly  than  the  average  of  all  occupa- 
tions in  all  three  types  of  hospitals.  Earnings  in  the  dietary  occupational 
classification,  one  of  the  lowest  average  earnings  groups,  increased  more 
rapidly  than  in  other  categories  in  all  three  types  of  hospitals. 
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Comparison  of  the  absolute  level  of  earnings  among  types  of  hos- 
pitals reveals  that  for-profit  hospital  employees  have  the  lowest  average 
earnings  in  all  four  major  employee  classifications.  Dietary  and  house- 
hold and  property  employees  tend  to  earn  relatively  more  in  State  and 
local  government  hospitals  while  administrative  and  professional  patient 
care  employees  tend  to  be  better  paid  in  nonprofit  hospitals. 

The  trends  in  average  earnings  and  in  number  of  employees  are  com- 
bined in  the  payroll  expense  data  reported  in  table  22.  Professional 
patient-care  payroll  expenses  increased  the  most  rapidly  of  the  various 
categories  for  all  three  types  of  control.  Administrative  payroll  expenses 
also  increased  substantially  in  nonprofit  hospitals.  Increases  in  dietary 
and  household  and  property  payroll  expenses  tended  to  be  well  below 
average  in  all  three  controls. 

Professional  patient-care  payroll  expenses — although  increasing  more 
rapidly  in  for-profit  hospitals  than  in  other  types  of  hospitals — represent 
a  lower  proportion  of  payroll  expenses  in  for-profit  hospitals  than  in  other 
types  of  hospitals  (62.9  percent  in  1966,  compared  with  65.8  percent  in 
nonprofit  hospitals,  and  65.4  percent  in  State  and  local  government 
hospitals — see  chart  6).  Administrative  expenses  per  patient  day  are 
about  the  same  in  all  types  of  controls.  For-profit  hospitals  have  lower 
expenses  per  patient  day  in  every  other  labor  category,  however,  so  the 
administrative  expenses  represent  a  much  higher  proportion  of  for-profit 
payroll  expenses  than  in  nonprofit  and  State  and  local  government 
hospitals. 

The  adjusted  earnings  index  rose  slightly  less  than  the  unadjusted 
earnings  index  in  for-profit  and  State  and  local  government  hospitals,  as 
shown  below.  For  nonprofit  hospitals,  however,  the  adjusted  index  was 
121.3  in  1966  compared  with  the  unadjusted  index  of  121.2.  The  slight 

Chart  6-Distribution  of  hospital  payroll  expenses  by  type 
of  employment  by  type  of  control,  1966 

Professional  patient  care 
I  Administrative 
Dietary,  household,  and  property 
I  [other 


Nonprofit  hospitals  For-profit  hospitals       State  &  local  govt,  hospitals 
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Annual  average  earnings  indexes,  by  type  of  control,  1962  and  1966 


[1962=100] 


Type  of  control  and  year 
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index, 
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Nonprofit: 

1962  

100.0 
121.2 

100.0 
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100.0 
117.4 

100.0 
121.3 

100.0 
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100.0 
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For-profit : 

1962  

1966  

State  and  local  government: 

1962  

1966  

shift  toward  more  technical  occupations,  therefore,  was  restricted  to 
for-profit  and  State  and  local  government  hospitals. 

Distribution  of  labor  expenses  by  type  of  employee  and  by  bed  size 

Examination  of  increases  in  number  of  employees  of  the  various  oc- 
cupations by  bed  size  of  hospital  indicates  a  shift  toward  more  technical 
occupations  over  the  period.  Administrative  and  professional  patient-care 
employees  per  day  of  care  increased  the  most  rapidly  in  all  size  hospitals, 
while  dietary  and  household  and  property  employees  were  relatively 
constant.  The  increases  in  technical  personnel,  however,  were  particu- 
larly marked  in  the  largest  hospitals.  Professional  patient-care  employees 
per  day  of  care  in  hospitals  with  500  or  more  beds  increased  from  1.61 
in  1962  to  1.80  in  1966  (see  table  23).  The  increase  in  hospitals  with  6  to 
99  beds  was  much  smaller — from  1.32  professional  patient-care  employees 
per  day  of  care  in  1962  to  1.39  in  1966.  Most  of  the  impetus  for  greater 
use  of  labor  inputs  per  day  of  care  has  come  from  the  large  hospital  sector. 

Earnings  of  hospital  employees,  while  higher  in  large  hospitals,  have 
increased  at  about  the  same  rate  in  all  size  hospitals.  Most  of  the  differ- 
ence in  increases  in  payroll  expenses  by  size  of  hospital,  therefore,  has 
been  the  result  of  a  relatively  greater  increase  in  labor  inputs  rather  than 
average  earnings.  The  major  difference  in  earnings  trends  among  hos- 
pitals was  in  administrative  employee  earnings,  which  dropped  markedly 
in  hospitals  with  500  or  more  beds  and  increased  in  other  size  hospitals. 

Although  small  hospitals  have  much  lower  labor  expenses  per  patient 
day  than  large  hospitals,  the  composition  of  labor  expenses  among  types 
of  employees  does  not  vary  markedly.  The  only  major  exception  is  admin- 
istrative expenses.  Administrative  expenses  represent  a  somewhat  higher 
proportion  of  labor  expenses  in  small  hospitals  than  in  large  hospitals 
(13.1  percent  of  payroll  expenses  in  1966  for  hospitals  with  6  to  99  beds, 
compared  with  9.3  percent  for  hospitals  with  500  or  more  beds).  Profes- 
sional patient-care  employee  expenses  range  from  63.4  percent  of  payroll 


35 


expenses  (in  1966)  for  hospitals  with  6  to  99  beds,  to  67.4  percent  for 
hospitals  with  200  to  299  beds. 

A  shift  toward  more  technical  occupations  over  the  period  for  all 
hospitals  except  for  those  with  200  to  299  beds  is  also  indicated  by  trends 
in  the  earnings  indexes.  The  adjusted  salary  index  in  hospitals  with  500 
or  more  beds  was  116.8  in  1966,  compared  with  an  unadjusted  salary 
index  of  117.5  as  shown  below.  In  hospitals  with  6  to  99  beds  the  un- 
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adjusted  salary  index  was  about  the  same  (117.6)  but  the  adjusted 
salary  index  was  somewhat  higher  than  in  the  larger  hospitals  (117.2). 
That  is,  although  the  skill-mix  or  relative  importance  of  more  technical 
occupations  increased  for  both  size  hospitals  the  shift  was  probably 
somewhat  greater  in  larger  hospitals. 

Composition  of  hospital  beds  and  plant  assets 

At  the  core  of  several  different  theories  of  inflation  is  the  notion  that 
a  large  portion  of  hospital  inflation  is  attributable  to  acquisition  of 
hospital  capital  equipment.  Rises  in  costs  as  a  consequence  of  capital 
investment  are  not  restricted  to  capital  expenses  such  as  depreciation, 
but  also  include  labor  costs  of  personnel  that  must  be  hired  to  operate 
the  capital  equipment  and  the  costs  of  materials  and  supplies.  In  some 
theories  of  inflation,  capital  accumulation  is  a  desirable  phenomenon — 
merely  reflecting  changes  in  medical  technology  which  enable  more  lives 
to  be  saved  with  new,  sophisticated  equipment.  In  other  theories  of 
inflation,  much  of  the  capital  accumulation  is  depicted  as  wasteful. 

Judgments  about  the  validity  of  this  cause  of  inflation  have  been 
hampered  both  by  an  absence  of  measures  of  socially  optimal  capital 
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investment  and  by  the  absence  of  information  on  the  extent  and  types  of 
hospital  capital  investment.  In  at  least  this  second  respect,  the  survey 
makes  a  useful  contribution  by  obtaining  data  on  the  composition  of 
hospital  plant  assets  and  beds.  These  data  are  presented  in  tables  25 
and  26. 

The  data  confirm  the  allegation  that  most  of  the  increase  in  hospital 
capital  has  come  in  acquisitions  of  hospital  capital  equipment  rather 
than  additional  investment  in  buildings.  Rates  of  increase  in  major 
equipment  plant  assets  per  day  of  hospital  care  were  twice  as  high  as 
rates  of  increase  in  building  plant  assets  per  day  of  hospital  care.  Al- 
though buildings  still  represent  the  major  portion  of  hospital  plant 
assets,  their  share  of  all  plant  assets  declined  from  63.9  percent  in  1962 
to  61.5  percent  in  1966. 

Expansion  in  bed  capacity  was  quite  moderate.  As  indicated  earlier  in 
table  7,  beds  per  capita  did  not  quite  keep  pace  with  increases  in  days  of 
hospital  care  over  the  period  (beds  per  capita  increased  by  7.3  percent 
while  patient  days  per  capita  increased  by  8.7  percent  over  the  period). 
Some  interesting  changes  in  the  composition  of  total  hospital  beds, 
however,  did  occur.  Total  obstetrical  beds  declined  by  2  percent  in  re- 
sponse to  a  decline  in  hospital  births.  The  biggest  increases  were  in 
intensive-care  beds — with  number  of  beds  devoted  to  this  purpose 
increasing  from  4,000  in  1962  to  14,000  in  1966. 

Composition  of  hospital  beds  and  plant  assets  by  type  of  control 

Since  excessive  capital  acquisition  is  believed  to  be  more  common  for 
nonprofit  hospitals  than  for  for-profit  hospitals,  comparisons  by  hospital 
type  are  particularly  interesting.  As  shown  in  tables  27  and  28,  quite 
different  patterns  of  capital  acquisition  among  the  three  types  of  hospital 
did  occur. 

Major  equipment  plant  assets  per  day  of  hospital  care  increased  by 
53  percent  over  the  period  in  nonprofit  hospitals — five  times  as  rapid  an 
increase  as  in  for-profit  hospitals.  The  magnitude  of  this  difference  lends 
substantial  support  to  those  theories  of  inflation  which  emphasize  the 
acquisition  of  equipment  capital  by  nonprofit  hospitals.  For-profit 
hospitals  were  much  more  inclined  to  concentrate  capital  investment  in 
the  expansion  of  building  capacity.  Building  plant  assets  per  day  of  care 
increased  59  percent  in  for-profit  hospitals,  compared  with  23  percent  in 
nonprofit  hospitals.  In  absolute  terms,  nonprofit  hospitals  had  over 
twice  as  many  plant  assets  per  day  of  care  in  every  category  (including 
buildings)  as  for-profit  hospitals. 

For-profit  hospitals  also  devote  much  less  bed  capacity  to  obstetrical 
beds  (typically  low-return  services,  see  table  41)  and  to  pediatric  beds. 
Intensive-care  beds,  on  the  other  hand,  represent  a  slightly  higher  pro- 
portion in  for-profit  hospitals  than  in  nonprofit  hospitals. 


37 


Composition  of  hospital  beds  and  plant  assets  by  bed  size 

Large  hospitals  tend  to  devote  more  capital  inputs  to  the  provision  of 
a  day  of  hospital  care  than  small  hospitals.  This  is  particularly  true  of 
equipment  and  building  plant  assets.  Hospitals  with  500  or  more  beds 
devoted  $6,405  of  equipment  plant  assets  to  the  provision  of  a  day  of 
hospital  care  in  1966,  while  hospitals  with  6  to  99  beds  used  only  $4,621 
of  equipment  plant  assets  (see  table  29). 

Rates  of  increase  in  the  different  types  of  plant  assets  have  not  followed 
particularly  uniform  patterns.  In  general,  rates  of  increase  have  been 
higher  in  hospitals  with  200  or  more  beds  than  in  smaller  hospitals.  This 
is  particularly  true  of  the  building  and  equipment  assets. 

Small  hospitals  also  reserve  a  higher  proportion  of  their  bed  capacity 
for  obstetrical  beds  than  large  hospitals,  although  these  proportions  have 
been  declining  over  the  period  for  hospitals  of  all  sizes.  Intensive-care 
beds  represent  a  higher  proportion  of  all  beds  in  the  larger  hospitals 
(300  or  more  beds) — although  the  number  of  intensive-care  beds  has  been 
increasing  markedly  in  all  hospitals,  including  quite  small  ones. 

Summary 

Investigation  of  the  labor  and  capital  components  of  hospital  costs  has 
revealed  several  important  findings: 

1.  A  major  part  of  the  growth  in  hospital  costs  has  been  caused  by  an 
increase  in  the  quantity  of  inputs  used  to  provide  a  day  of  hospital  care. 
Added  to  a  3.8  annual  percentage  increase  in  the  price  of  hospital  inputs 
is  a  3.0  annual  percentage  increase  in  inputs  per  day  of  care  for  a  total 
annual  increase  of  6.8  percent  in  operating  expenses  per  patient  day. 

2.  Labor  expenses  have  not  risen  as  rapidly  over  the  period  as  other 
types  of  expenses — particularly  capital  expenses. 

3.  About  three-fourths  of  the  increase  in  labor  expenses  is  accounted 
for  by  increases  in  average  earnings  of  employees  while  about  one-fourth 
of  the  increase  represents  an  increase  in  number  of  employees  per  day 
of  care. 

4.  There  has  been  some  slight  shift  in  the  composition  of  hospital 
personnel  toward  more  technical  occupations  such  as  professional  patient- 
care  and  administrative  employees. 

5.  The  lowest  paid  occupations  (dietary  and  household  and  property) 
have  had  the  biggest  percentage  increases  in  annual  earnings. 

6.  Nonprofit  hospitals  have  increased  major  equipment  plant  assets 
per  patient  day  at  five  times  the  rate  at  which  for-profit  hospitals  have 
expanded  equipment  capital. 

7.  For-profit  hospitals  employ  fewer  employees  per  day  of  care,  pay 
lower  annual  salaries,  and  use  fewer  plant  assets  per  day  of  care  than 
other  types  of  hospitals. 

8.  Over  half  of  the  inflation  in  large-hospital  costs  has  resulted  from 
increases  in  inputs  per  day  of  care.  For  hospitals  with  500  or  more  beds, 
the  7.7  annual  percentage  increase  in  average  costs  is  composed  of  a  3.4- 
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percent  increase  in  factor  prices  and  a  4.1  annual  percentage  increase  in 
physical  inputs  per  day  of  care. 

These  findings  have  the  most  relevance  for  theories  of  inflation  based 
upon  factor  inputs.  Perhaps  the  most  important  implication  of  the 
findings  concerns  the  role  of  increased  physical  inputs.  The  substantial 
increase  in  quantities  of  physical  inputs  indicates  that  a  theory  of  infla- 
tion simply  based  upon  increases  in  factor  prices  is  much  too  narrow  to 
explain  adequately  overall  hospital  inflation.  Hospital  costs  would  have 
increased  substantially  over  the  period  in  the  absence  of  any  increases 
in  factor  prices.  The  more  rapid  rate  of  increase  in  nonlabor  expenses 
also  indicates  the  need  for  a  theory  of  inflation  that  is  more  encompassing 
than  strictly  labor-oriented  theories  of  inflation. 

The  sizable  differences  between  for-profit  hospitals  and  other  types  of 
hospitals,  both  in  the  quantities  of  labor  and  plant  assets  used  in  the 
provision  of  hospital  care  and  in  average  wages  paid,  lend  some  credence 
to  the  argument  that  nonprofit  hospitals  pay  unnecessarily  high  wages 
and  use  excessive  labor  and  capital  inputs.  A  conclusive  judgment  is  im- 
possible, however,  without  additional  information  on  the  types  of  patients 
treated  in  the  different  types  of  hospitals,  possible  labor  market  differ- 
ences, and  possible  differences  in  the  quality  of  care  and  range  of  services 
provided. 

The  rapid  rate  of  increase  in  nonprofit  hospital  equipment  per  day  of 
hospital  care  also  substantiates  the  emphasis  in  various  theories  of 
inflation  on  capital  equipment  as  a  major  source  of  hospital  inflation. 
Before  these  rates  of  acquisition  of  capital  equipment  can  be  deemed 
excessive  or  wasteful,  however,  more  information  on  socially  desirable 
hospital  investment  is  required. 


V.  TRENDS  IN  REVENUES  AND  EXPENSES 
OF  INDIVIDUAL  HOSPITAL  SERVICES 


Another  avay  of  viewing  hospital  operating  expenses  is  to  examine 
growth  in  expenses  of  providing  various  hospital  services.  This  is  par- 
ticularly useful  in  determining  whether  the  major  types  of  inflation 
have  occurred  in  the  provision  of  standard  room  and  board  services,  in 
the  provision  of  ancillary  services  (operating  room,  drugs,  laboratory 
tests.  X-rays,  etc.),  or  in  the  provision  of  outpatient  services. 

Viewing  expenses  from  this  perspective  should  also  yield  additional 
information  relevant  to  theories  of  hospital  inflation.  For  example,  some 
theories  of  inflation  emphasize  the  expanded  scope  of  hospital  services 
while  others  emphasize  advances  in  scientific  know-how  which  have  made 
it  possible  to  treat  more  difficult  cases.  If  either  of  these  theories  is  cor- 
rect, one  would  expect  a  large  increase  in  ancillary  service  expenses 
without  much  change  in  standard  room  and  board  expenses. 

In  addition  to  the  detailed  information  on  operating  expenses  for 
individual  services,  the  survey  obtained  data  on  sources  of  patient 
revenues.  It  is  possible,  therefore,  to  compare  revenues  from  various 
ancillary  services  with  the  direct  costs  of  providing  those  services.  With 
the  aid  of  price-cost  margins  on  individual  services,  the  pricing  mech- 
anism can  be  explored.  In  particular,  it  can  be  determined  if  prices  are 
passively  equated  to  costs  of  services  or  whether  prices  exploit  differences 
in  demand  elasticities  for  different  services  so  as  to  yield  higher  rates  of 
return  on  some  services  than  others.  This  section,  therefore,  will  explore 
the  following  questions : 

1.  Have  expenses  for  routine  care  increased  more  or  less  rapidly  than 
expenses  for  ancillary  services? 

2.  Have  there  been  any  major  shifts  in  sources  of  hospital  revenues  over 
the  period? 

3.  Which  prices  of  ancillary  services  have  the  highest  markups  over 
costs? 

4.  Are  there  major  differences  in  trends  in  service  expenses  and  revenues 
by  type  of  ownership  control? 

5.  Is  the  differential  rate  of  inflation  between  small  and  large  hospitals, 
noted  in  earlier  sections,  the  result  of  a  differential  rate  of  increase  in 
ancillary  service  expenses  or  of  all  services? 
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Departmental  operating  expenses 

Table  31  depicts  the  growth  in  various  departmental  costs.  Although 
all  operating  expenses  increased  by  50  percent  over  the  period,  indi- 
vidual departmental  expense  increases  ranged  from  35  percent  for  dietary 
and  housekeeping  expenses  to  78  percent  for  outpatient  department 
expenses.  In  general,  routine  costs  of  providing  hospital  care  such  as 
dietary,  housekeeping,  plant  engineering,  nursing,  and  medical  service 
increased  at  a  less  than  average  rate.  Expenses  of  speciahzed  hospital 
services  increased  much  more  rapidly.  Ancillary  service  expenses  incurred 
by  the  radiology  department  and  the  laboratory  department  increased 
65  percent. 

Although  ancillary  service  expenses  have  been  increasing  much  more 
rapidly  than  routine  expenses,  the  latter  still  constitute  a  major  portion 
of  all  expenses.  Administrative,  dietarj^  and  housekeeping,  plant  engi- 
neering, nursing  service,  and  medical  service  accounted  for  62  percent 
of  all  operating  expenses  in  1966.  Ancillary  service  departmental  expenses 
ranged  from  $1.82  for  pharmacy  expenses  per  patient  day  to  $3.06  for 
operating  and  delivery  room  expenses  per  patient  day  in  1966. 

The  rapid  increase  in  ancillary  service  expenses  is  consistent  with 
several  different  theories  of  hospital  inflation.  Technological  change  may 
have  greatly  increased  the  need  for  diagnostic  services  as  additional 
diagnostic  tests  have  been  developed.  Advances  in  radiation  therapy 
may  be  responsible  for  the  large  increases  in  radiological  expenses.  It  is 
also  possible  that  the  rise  in  ancillary  service  expenses  may  have  been 
induced  by  increased  hospitalization  insurance.  As  more  and  more  indi- 
viduals obtain  hospitalization  insurance  which  covers  diagnostic  tests 
while  they  are  hospitalized,  physicians  may  feel  less  constrained  by 
concern  over  the  patients'  financial  burden  and  may  order  a  wider  range 
of  tests.  Fear  of  malpractice  suits  may  add  to  the  tendency  to  overtest. 
The  rise  in  ancillary  service  expenses  may  reflect  acquisition  of  excessive 
or  wasteful  capital  equipment  with  concomitant  operating  expenses. 
Clearly,  the  growth  of  some  types  of  expenses,  such  as  those  of  the  out- 
patient department,  reflects  a  broadening  of  the  role  of  the  hospital  in 
providing  medical  care. 

It  is  difficult  to  reconcile  these  findings,  however,  with  claims  that  the 
primary  cause  of  hospital  inflation  is  an  increased  demand  for  amenities 
such  as  better  food  service  and  more  luxurious  surroundings.  Nor  is  there 
any  indication  that  increased  nursing  service  is  a  prime  mover  in  hospital 
inflation.  The  cost-push  arguments,  at  least  in  the  provision  of  routine 
services,  do  not  seem  to  apply. 

Departmental  operating  expenses  by  type  oF  control 

All  three  types  of  hospitals  had  the  same  general  pattern  of  increases 
in  departmental  operating  expenses  (see  table  32).  The  biggest  increases 
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Chart  /-Distribution  of  hospital  operating  expenses  by  type 
of  service  by  type  of  control,  1966 
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occurred  in  the  radiology,  laboratory,  and  outpatient  departments,  while 
increases  in  standard  services  such  as  dietary,  housekeeping,  and  plant 
engineering  were  quite  modest.  Administrative  expenses  increased 
slightly  faster  than  average — particularly  in  for-profit  hospitals.  Non- 
profit hospitals  experienced  a  fairly  substantial  jump  in  medical  service — 
perhaps  reflecting  an  increase  in  intern  and  resident  salaries. 

For-profit  hospitals  had  the  lowest  expenses  per  day  in  most  categories. 
Notable  exceptions  were  administrative  expenses  and  pharmacy  ex- 
penses. The  high  administrative  expenses  may  reflect  higher  salaries  paid 
administrators  rather  than  additional  personnel  or  less  efficient  methods 
of  administration.  They  may  also  reflect  to  some  degree  the  failure  of  for- 
profit  hospitals  to  exploit  potential  economies  of  scale  in  these  expenses 
since  most  for-profit  hospitals  tend  to  be  fairly  small.  The  higher  pharmacy 
expenses  may  reflect  a  different  type  of  case-mix  requiring  more  expensive 
medication — or  again  economies  of  bulk  purchase  may  not  be  available 
to  typically  small  for-profit  hospitals. 

Expenses  in  State  and  local  government  hospitals  are  quite  similar  to 
those  in  nonprofit  hospitals  (see  chart  7) .  Most  categories  of  expenses  run 
slightly  higher  in  the  governmental  hospitals,  although  some  ancillary 
service  expenses  such  as  operating  room  and  radiology  are  slightly 
higher  in  the  nonprofit  hospitals.  Outpatient  department  expenses  are 
particularly  important  in  government  hospitals,  having  increased  62 
percent  over  the  period. 

Departmental  operating  expenses  by  bed  size 

Two  types  of  departmental  operating  expenses  (administrative  and 
pharmacy)  follow  a  U-shaped  average-cost  curve  in  relation  to  hospital 
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bed  size — with  expenses  per  day  first  declining  slightly  as  bed  size  in- 
creases, then  rising  (see  table  33).  As  noted  earlier  in  the  context  of 
for-profit  hospitals,  small  hospitals  may  be  unable  to  exploit  potential 
economies  of  scale  in  administration  (because  of  indivisibilities  of  ad- 
ministrative staff)  and  may  not  receive  bulk  discounts  in  the  purchase  of 
drugs — thus  accounting  for  the  somewhat  higher  expenses  of  small 
hospitals  relative  to  middle-size  hospitals.  The  increase  in  administrative 
expenses  per  day  as  hospitals  become  fairly  large  probably  reflects 
diseconomies  of  scale  and  the  difficulties  of  efficiently  managing  a  large 
hospital.  The  increase  in  pharmacy  expenses  per  day,  on  the  other  hand, 
more  likely  reflects  a  switch  in  types  of  patients,  with  a  greater  concen- 
tration of  seriously  ill  patients  that  require  extensive  medication. 

Somewhat  surprisingly,  economies  of  scale  are  not  revealed  for  many 
standard  services  such  as  dietary,  housekeeping,  and  plant  engineering. 
Instead  costs  per  day  rise  uniformly  with  bed  size  and  are  substantially 
higher  in  the  largest  hospitals  than  in  the  smallest  hospitals.  For  example, 
dietary  and  housekeeping  expenses  per  patient  day  in  hospitals  with  500 
or  more  beds  are  42  percent  higher  than  in  hospitals  with  6  to  99  beds 
in  1966. 

Operating  room  and  radiology  expenses  per  patient  day  increase  only 
slightly  with  hospital  size.  Both  types  of  expenses  were  only  about  30 
cents  a  day  higher  in  the  largest  hospitals  than  in  the  smallest  ones  in 
1966.  These  expenses,  however,  are  the  types  of  expenses  which  tend  to 
occur  once  during  a  hospital  stay  rather  than  on  a  daily  basis.  As  shown 
below,  operating  room,  radiology,  and  laboratory  expenses  per  hospital 
admission  increase  substantially  with  size  of  hospital.  Part  of  the  higher 


Various  inpatient  ancillary  service  expenses  per  admission,  by  bed  size  of  hospital, 
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Operating  room  expenses  per  admission: 

1962  

$14.04 

$17.20 

$17.23 

$20.43 

$22.96 

1966  

17.68 

20.96 

23.57 

27.62 

31.06 

Radiology  expenses  per  admission: 

1962  

$  9.32 

$11.28 

$13.06 

$14.18 

$15.76 

1966  

14.19 

15.51 

18.36 

20.13 

25.74 

Laboratory  expenses  per  admission: 

1962  

$  9.32 

$13.04 

$15.00 

$19.05 

$21.28 

1966  

13.41 

17.52 

22.09 

27.98 

32.34 

ancillary  service  expense  per  hospital  admission  of  larger  hospitals  un- 
doubtedly reflects  a  greater  complexity  of  the  types  of  cases  cared  for  in 
larger  hospitals.  Since  more  difficult  cases  can  also  be  expected  to  have 
longer  stays,  the  ancillary  service  cost  per  day  of  hospital  care  does  not 
vary  markedly  by  hospital  size  although  the  ancillary  service  cost  per 
admission  does  increase  with  size  of  hospital. 
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There  are  also  some  important  differences  among  hospitals  of  different 
sizes  in  the  rates  of  increase  of  individual  service  expenses.  Hospitals  with 
500  or  more  beds  had  approximately  the  same  percentage  increase  in 
standard  service  expenses  (including  administrative  expenses,  dietary 
and  housekeeping  expenses,  plant  engineering  expenses,  and  nursing 
service  expenses)  as  hospitals  with  6  to  99  beds.  Inpatient  ancillary 
service  expenses  per  patient  day,  on  the  other  hand,  increased  48  per- 
cent in  hospitals  with  500  or  more  beds,  compared  with  a  22-percent 
increase  in  hospitals  with  6  to  99  beds.  Outpatient  expenses  per  patient 
day  declined  slightly  in  hospitals  with  6  to  99  beds,  while  increasing  52 
percent  in  hospitals  with  500  or  more  beds.  Medical  service  expenses  per 
patient  day  (mostly  intern  and  resident  expenses)  also  increased  much 
more  rapidly  in  the  larger  hospitals.  Most  of  the  difference  in  rates  of 
increase  between  small  and  large  hospitals,  therefore,  is  accounted  for  by 
differences  in  the  rates  of  increase  of  inpatient  ancillary  service  expenses 
and  outpatient  expenses. 

Sources  of  hospital  revenues 

Absence  of  concrete  data  on  hospital  revenues  has  led  to  widespread 
acceptance  of  a  number  of  assertions  about  hospital  pricing  and  revenue 
policies,  to  the  effect  that:  (1)  hospital  prices  are  passively  determined 
and  simply  set  at  levels  sufficient  to  break  even,  (2)  a  sizable  portion  of 
hospital  revenue  comes  from  philanthropic  contributions,  (3)  room  and 
board  charges  are  the  main  source  of  patient  revenue,  and  (4)  prices  of 
individual  services  are  simply  marked  up  at  a  constant  proportion  of 
their  direct  cost.^ 

The  data  obtained  in  the  survey  provide  detailed  data  on  sources  of 
hospital  revenue  so  that  these  assertions  can  be  investigated.  Section  III 
revealed  that  the  first  assertion  was  untrue  in  the  early  1960's.  The  other 
assertions  will  be  taken  up  in  this  section.  Table  34  shows  the  distribution 
of  hospital  revenue  among  patient  revenue,  contributions,  and  other 
revenue  (such  as  earnings  on  investment,  cafeteria  sales,  and  rental  of  non- 
patient  facilities).  It  should  be  noted  that  since  other  sources  of  revenues 
also  generate  expenses  which  are  frequently  included  in  operating  ex- 
penses (such  as  cafeteria  expenses),  it  is  not  appropriate  to  compare 
patient  revenue  with  operating  expenses.  Table  35  shows  the  distribution 
of  gross  patient  revenues  stemming  from  room  and  board  charges  and 
from  charges  for  various  ancillary  services.  Gross  patient  revenue  con- 


^  For  a  discussion  of  pricing  behavior  in  hospitals,  see  Edward  M.  Kaitz,  Pricing 
Policy  and  Cost  Behavior  in  the  Hospital  Industry  (New  York:  Frederick  A.  Praeger, 
1968).  For  some  evidence  that  price-cost  margins  are  a  reflection  of  economic  condi- 
tions, see  Karen  Davis,  "Relationship  of  Hospital  Prices  to  Costs,"  Applied  Economics, 
Vol.  4  (June  1971),  pp.  115-125. 
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tained  in  table  35  differs  from  net  patient  revenue  presented  in  table  34 
in  that  gross  patient  revenue  represents  billed  charges — without  reduc- 
tion for  reimbursement  on  the  basis  of  costs  and  without  deduction  of 
bad  debts. 

As  indicated  in  table  34,  patient  revenue  is  the  major  source  of  hospital 
revenue  and  has  been  increasing  as  a  fraction  of  all  revenue  throughout 
the  period  (from  87.6  percent  in  1962  to  88.8  percent  in  1966).  Contribu- 
tions have  represented  a  fairly  small  but  stable  fraction  of  revenues 
throughout  the  period  (2.4  percent). 

Room  and  board  revenues,  while  a  substantial  source  of  patient  revenue, 
constitute  slightl}^  less  than  half  of  all  patient  revenues  and  this  propor- 
tion has  been  declining  slightly  in  recent  years.  Room  and  board  revenues 
per  patient  day  increased  by  29.7  percent  over  the  period,  compared 
with  an  increase  of  34.7  percent  in  all  patient  revenues  per  patient  day. 
Since  the  basic  room  and  board  charge  is  used  by  the  Bureau  of  Labor 
Statistics  as  an  index  of  hospital  costs,  these  data  indicate  that  the  BLS 
index  may  understate  increases  in  hospital  costs. 

Just  as  ancillary  service  operating  expenses  have  increased  much  more 
rapidly  than  standard  room  and  board  expenses,  revenues  of  ancillary 
services  have  increased  markedly  over  the  period.  Radiology,  laboratory, 
and  outpatient  revenues  have  been  the  major  sources  of  growth,  with 
operating  room  and  pharmacy  revenues  increasing  fairly  slowly. 

Sources  of  hospital  revenues  by  type  of  control 

Examination  of  hospital  revenues  by  type  of  hospital  (tables  36  and 
37)  reveals  three  major  differences:  (1)  State  and  local  government 

Chart  8-Sources  of  hospital  revenue  by  type  of  control,  1966 
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Chart  9-Distribution  of  hospitals'  gross  patient  revenue 
by  type  of  service,  by  type  of  control,  1966 
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hospitals  are  heavily  dependent  upon  nonpatient  revenue,  primarily 
funds  from  governmental  units;  (2)  nonprofit  hospitals  receive  about 
2  percent  of  their  revenue  from  contributions;  and  (3)  for-profit  hospitals 
receive  virtually  no  revenue  from  contributions  (see  chart  8) .  The  stereo- 
type of  the  hospital  that  is  dependent  for  funds  upon  charitable  contribu- 
tions or  support  from  governmental  units,  therefore,  is  primarily  true 
only  of  the  State  and  local  government  hospitals.  Both  nonprofit  and 
for-profit  hospitals  generate  enough  revenue  without  contributions  to 
more  than  cover  total  expenses. 

The  distribution  of  patient  revenues  by  type  of  service  is  approximately 
the  same  for  all  types  of  hospitals  (see  chart  9).  In  1966,  room  and  board 
revenue  ranged  from  43  percent  of  patient  revenue  for  government  hos- 
pitals, to  44  percent  for  the  for-profit  hospitals,  and  48  percent  for  non- 
profit hospitals.  Ancillary  service  revenues — particularly  radiology 
laboratory  and  outpatient  department — have  experienced  fairly  rapid 
increases. 

Sources  of  hospital  revenues  by  bed  size 

In  a  competitive  market,  economic  theory  predicts  that  different  firms 
will  charge  the  same  price  for  the  same  goods,  regardless  of  any  differences 
in  costs  that  the  firms  may  experience.  Yet,  as  reported  earlier,  revenues 
per  patient  day  in  1966  vary  from  $40  for  hospitals  with  6  to  99  beds,  to 
$56  for  hospitals  with  500  or  more  beds.  Of  course,  there  are  many  reasons 
to  believe  that  the  equal-price  rule  of  thumb  will  not  apply  to  the  hospital 
market.  First  of  all,  the  hospital  market  is  local  in  nature.  If  large  hos- 
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pitals  tend  to  be  located  in  large  cities  while  small  hospitals  tend  to  be 
located  in  rural,  sparsely  populated  areas,  price  differences  between 
small  and  large  hospitals  ma}^  exist  because  of  differences  between  markets 
in  large  cities  and  rural  areas.  Second,  large  hospitals  may  not  provide 
the  same  goods  or  service  as  small  hospitals.  Quality  differentials  may 
exist  as  well  as  differences  in  the  range  of  services  offered.  Third,  the 
market  for  hospital  services  is  not  usually  considered  to  be  perfectly 
competitive.  Information  about  prices  may  be  unavailable  or  difficult  to 
estimate  in  advance,  choice  among  hospitals  may  be  limited,  and  in- 
surance coverage  may  reduce  the  patient's  concern  about  differentials  in 
costs  among  hospitals. 

In  view  of  the  many  reasons  why  substantial  price  differentials  could 
exist,  it  is  almost  surprising  that  in  fact  net  patient  revenue  per  patient 
day  is  similar  for  all  size  hospitals.  In  1966  hospitals  with  500  or  more 
beds  averaged  net  revenues  only  $4  per  day  higher  than  hospitals  with 
6  to  99  beds  (table  38).  Even  this  difference  overstates  the  differential  in 
average  price  of  inpatient  care  since  large  hospitals  tend  to  have  relatively 
more  outpatient  care.  Contributions  and  other  revenue  accounting  for 
the  greater  differential  in  total  revenues  per  patient  day  are  relatively 
greater  for  larger  hospitals. 

Differences  in  gross  patient  revenue  per  patient  day  by  bed  size  are 
somewhat  greater — $11  per  day  (table  39).  Since  this  is  not  translated 
into  collected  revenue,  large  hospitals  must:  1)  provide  more  free  or 
reduced  cost  care,  2)  receive  relatively  more  revenue  on  a  cost-reimburse- 
ment basis,  or  3)  have  higher  bad  debts.  For  patients  w^ho  must  pay 
charges,  therefore,  average  price  of  hospital  care  ma}^  be  significantly 
higher  in  larger  hospitals. 

The  distribution  of  patient  revenues  among  types  of  services  does  not 
vary  systematically  by  size  of  hospital.  Room  and  board  revenues  in 
1966  range  from  43  percent  of  all  revenue  for  hospitals  with  500  or  more 
beds  to  50  percent  of  all  revenue  for  hospitals  with  100  to  199  beds.  Out- 
patient revenue,  however,  represents  a  much  larger  proportion  of  revenue 
for  large  hospitals  (12  percent  for  hospitals  with  500  or  more  beds  com- 
pared with  6  percent  for  hospitals  with  6  to  99  beds),  while  pharmac}^ 
revenue  is  substantial!}^  more  important  for  small  hospitals  (12  percent 
for  hospitals  with  6  to  99  beds,  compared  with  6  percent  for  hospitals 
with  500  or  more  beds). 

Departmental  price-cost  ratios 

If  hospitals  pursue  an  overall  pricing  policj^  of  equating  prices  with 
average  costs  without  regard  to  economic  conditions,  it  seems  reasonable 
to  assume  that  they  would  also  equate  the  price  of  each  service  with 
the  cost  of  that  service  (with  a  uniform  markup  to  cover  overhead  ex- 
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penses).  If,  on  the  other  hand,  hospitals  respond  to  economic  pressures, 
prices  may  be  higher  on  services  for  which  the  demand  is  relatively  in- 
elastic and  lower  for  services  for  which  the  demand  is  elastic. 

Table  40  presents  the  ratios  of  patient  revenues  to  direct  costs  of 
various  ancillary  services.  Several  words  of  caution  are  in  order.  First, 
the  costs  are  direct  costs — that  is,  they  do  not  include  overhead,  such  as 
administrative  expenses,  depreciation  expenses,  etc.  Second,  the  patient 
revenue  data  reflect  gross  charged  revenue  rather  than  actual  collected 
revenue.  Third,  some  hospitals  may  include  some  outpatient  expenses  in 
inpatient  ancillary  service  expenses,  so  that  inpatient  expenses  (par- 
ticularly radiology  and  laboratory  expenses)  are  overstated. 

As  shown  in  chart  10,  price-cost  ratios  range  from  an  average  of  .89 
on  delivery  room  services  to  an  average  of  2.05  on  pharmacy  services  for 
the  period  from  1962  to  1966.  Delivery  room  revenues  do  not  even  cover 
direct  costs.  The  demand  for  delivery  room  services  might  be  expected 
to  be  fairly  inelastic.  Although  this  is  undoubtedly  true  for  the  market 
as  a  whole,  these  services  are  the  most  likely  to  be  excluded  from  in- 
surance coverage  and  families  using  such  services  are  likely  to  have  lower 
than  average  incomes.  Given  these  considerations  and  the  fact  that  the 
need  for  hospitalization  is  anticipated  in  advance,  it  is  reasonable  to 

Chart  10-Ratio  of  hospitals'  gross  patient  revenue  to  direct  costs 
of  various  services,  annual  average,  1962— 1966 
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expect  that  patients  consider  price  of  delivery  room  services  in  making  a 
choice  among  available  hospitals.  This  behavior,  combined  with  de- 
clining birth  rates,  may  account  for  the  low  returns  on  delivery  room 
services. 

The  market  demand  for  drugs  is  quite  different.  Drugs  used  while  the 
patient  is  hospitalized  are  covered  by  most  insurance  policies.  In  addi- 
tion, since  prescription  drugs  retail  at  high  prices  relative  to  costs,  hos- 
pitals can  charge  fairly  high  prices  for  medication  without  either  arousing 
the  patients'  indignation  or  causing  them  to  obtain  drugs  from  other 
sources.-  Through  bulk  discounts  or  purchase  of  drugs  on  a  generic  name 
basis,  hospitals  can  keep  their  drug  cost  fairly  low. 

An  attempt  was  made  to  relate  expenses  of  routine  services  to  room 
and  board  revenues.  If  all  expenses  for  dietary,  housekeeping,  laundry, 
linen,  maintenance  of  personnel,  nursing  service,  nursing  education, 
medical  and  surgical  service,  medical  record  and  library,  and  social 
service  departments  are  assigned  to  routine  service  expenses,  the  price- 
cost  ratio  on  routine  services  averages  1.02  percent  over  the  period.  This 
ratio  is  in  some  sense  a  lower  bound  on  the  ratio  of  revenue  to  expenses 
incurred  directly  in  the  provision  of  routine  care.  In  general,  demand  for 
hospital  care  might  be  expected  to  be  most  sensitive  to  the  room  and 
board  charge  since  this  charge  is  simpler  to  understand  and  more  likely 
to  be  quoted.  Fairly  low  price-cost  ratios  on  room  and  board  services, 
therefore,  would  be  observed  if  hospitals  responded  to  this  elasticity  of 
demand. 

Departmental  price-cost  ratios  by  type  of  control 

Xo  marked  disparities  in  price-cost  ratios  exist  on  the  basis  of  control 
(table  41).  In  general  price-cost  ratios  are  higher  for  nonprofit  hospitals 
than  for  State  and  local  government  hospitals.  For-profit  hospitals  earn 
higher  rates  of  return  on  some  minor  services  such  as  anesthesiology  and 
ph^'sical  therapy  than  nonprofit  hospitals,  but  in  general  for-profit 
price-cost  ratios  are  also  somewhat  lower  than  in  nonprofit  hospitals. 
Delivery  room  price-cost  ratios  are  the  lowest  for  all  three  types. 

The  similarity  in  patterns  of  price-cost  ratios  in  all  three  types  of 
hospitals  suggests  that  the  hospitals  pursue  similar  pricing  policies. 
A  priori  one  might  have  expected  for-profit  hospitals  to  exploit  profit 
opportunities  to  a  greater  degree  than  nonprofit  hospitals,  but  this 
evidence  does  not  support  the  contention  that  for-profit  hospitals  maxi- 
mize profits  while  nonprofit  hospitals  price  at  average  cost. 

2  For  current  information  on  prices  and  rates  of  return  in  the  drug  industry,  see 
Prescription  Drug  Data  Sununary,  1971  (Washington,  D.C.:  Social  Security  Admin- 
istration, 1971).  For  an  interesting  expose  of  drug  pricing  policies,  see  Estes  Kefauver, 
In  a  Few  Hands:  Mono-poly  Power  in  America  (Baltimore,  Md.:  Penguin  Books,  1965), 
chapter  1. 
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Departmental  price-cost  ratios  by  bed  size 

Differences  in  price-cost  ratios  among  hospitals  of  different  sizes  are 
somewhat  more  marked  (table  42).  In  general,  small  hospitals  have 
higher  prices  in  relation  to  average  costs  than  large  hospitals.  This  is 
particularly  true  of  anesthesiology  and  radiology  services.  This  may  re- 
flect a  difference  between  large  and  small  hospitals  in  methods  of  re- 
imbursing professional  anesthesiologists  and  radiologists.  A  possible 
source  of  bias,  however,  may  be  created  by  methods  of  allocating  ex- 
penses between  inpatient  and  outpatient  services.  To  the  extent  that 
some  outpatient  expenses  are  included  in  inpatient  radiology  and  labora- 
tory expenses,  inpatient  expenses  may  be  overstated — particularly  in 
large  hospitals. 

Summary 

Viewing  hospital  costs  and  revenues  from  the  perspective  of  individual 
services  helps  round  out  an  understanding  of  the  components  of  hospital 
inflation.  Important  findings  on  trends  in  individual  departmental 
expenses  and  revenues  include : 

1.  Increases  in  expenses  of  standard  routine  services  such  as  dietary, 
housekeeping,  plant  engineering,  and  nursing  services  have  been  quite 
moderate  while  the  inpatient  ancillary  service  expenses  (particularly 
laboratory  and  radiology  expenses)  and  outpatient  department  expenses 
have  increased  markedly  over  the  period. 

2.  Philanthropic  contributions  represent  a  very  minor  but  stable  source 
of  hospital  revenue.  Revenues  from  other  sources  (patient  revenue  and 
revenues  on  nonpatient  services)  more  than  cover  operating  expenses  in 
nonprofit  and  for-profit  hospitals. 

3.  Revenues  from  room  and  board  charges  represent  less  than  half  of 
hospital  patient  revenues  and  the  importance  of  this  source  of  revenue 
has  declined  slightl}^  over  the  period  with  the  more  rapid  increases  in 
ancillary  service  revenues  (particularly,  radiology,  laboratory  and  out- 
patient revenues). 

4.  Administrative  and  pharmacy  expenses  per  patient  day  follow  a 
U-shaped  average  cost  curve  while  other  types  of  expenses  tend  to  in- 
crease uniformly  with  size  of  hospital. 

5.  ]Most  of  the  greater  rate  of  increase  in  costs  of  large  hospitals  is  the 
result  of  more  rapid  increases  in  inpatient  ancillary  service  expenses,  out- 
patient department  expenses,  and  medical  service  expenses.  Expenses  on 
standard  services  have  increased  at  approximately^  the  same  rate  in  small 
as  in  large  hospitals. 

6.  Price-cost  margins  on  ancillary  services  range  from  .89  on  delivery- 
room  services  to  2.05  on  pharmacy  services.  Price-cost  margins  exhibit  a 
similar  pattern  for  hospitals  of  all  three  ownership  types. 

These  findings  convey  two  important  implications  for  theories  of 
inflation.  First,  the  similar  patterns  of  expenses,  revenues,  and  price-cost 
margins  in  the  different  types  of  hospitals  suggest  that  sources  of  inflation 
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are  not  unique  to  nor  dependent  upon  nonprofit  ownership  of  hospitals. 
Second,  the  relatively  more  rapid  increase  in  ancillary  service  expenses 
gives  some  support  to  those  theories  of  inflation  which  predict  rapidly 
rising  ancillary  service  costs  rather  than  nursing  service  expenses  or 
expenses  for  routine  services.  Increases  in  ancillary  service  expenses 
could  be  the  result  of:  (1)  an  increase  in  the  number  of  tests  performed 
per  hospital  admission,  (2)  a  substantial  increase  in  the  salaries  of  labora- 
tory and  radiology  personnel  (perhaps  increases  in  salaries  of  radiologists 
and  pathologists  employed  in  these  departments),  (3)  a  shift  to  more  ex- 
pensive types  of  tests  and  services  (such  as  radiation  therapy  treatments^ 
or  (4)  a  decline  in  average  productivity  of  personnel  i.which  might  result 
from  increased  excess  capacity  in  capital  equipment  and  indivisibilities  in 
hospital  personnel).  Clearly,  a  more  detailed  investigation  of  the  ancillary 
service  expense  portion  of  hospital  costs  is  warranted. 


VI.  IMPLICATIONS  OF  THE  TRENDS 
IN  THE  PRE-MEDICARE  PERIOD 


Several  characteristics  of  hospital  inflation  in  the  pre-^Iedicare 
period  are  particularly  distinctive  and  have  significant  implications  for 
various  theories  attempting  to  explain  hospital  inflation.  First,  unlike 
most  industries  where  gains  in  productivity  tend  to  offset  rises  in  prices 
of  factor  inputs,  a  substantial  portion  of  inflation  in  the  hospital  industry 
results  from  an  increase  in  the  quantities  of  inputs  used  in  the  provision 
of  a  day  of  care.  Second,  although  hospitals  are  labor-intensive  with 
pa\Toll  expenses  accounting  for  about  60  percent  of  all  operating  costs, 
nonlabor  costs  have  increased  at  a  more  rapid  rate  over  the  period 
than  labor  costs.  Third,  most  of  the  increase  in  expenses  has  occurred  in 
the  provision  of  ancillary  hospital  services  rather  than  in  the  provision 
of  basic  room  and  board  services.  Fourth,  there  has  been  some  shift  in 
the  composition  of  hospital  personnel  toward  the  higher-sldlled  occupa- 
tions such  as  professional  patient-care  employees  and  some  shift  in  the 
composition  of  plant  assets  toward  more  major  equipment.  Fifth,  in- 
creases in  da^'S  of  hospital  care  and  number  of  admissions  have  been 
quite  moderate  while  outpatient  services  have  been  significantly  expanded. 

Each  of  these  major  trends  and  man}'  of  the  lesser  findings  reported 
earlier  provide  some  insight  into  the  nature  and  causes  of  hospital  infla- 
tion. Although  a  rigorous  test  of  the  determinants  of  hospital  inflation 
is  beyond  the  scope  of  this  study,  a  review  of  these  findings  to  determine 
which  are  consistent  or  inconsistent  with  alternative  theories  of  inflation 
is  suggestive. 

Demand  theories  of  inflation 

Demand  theories  of  inflation  are  based  upon  changes  on  the  demand 
side  of  the  hospital  market  such  as  increases  in  insurance  coverage  and 
rising  income.  Since  this  paper  has  concentrated  on  the  components  of 
hospital  inflation,  it  is  impossible  to  make  any  definitive  statements 
about  the  validity  of  these  h3'potheses.  A  simultaneous  equation  model, 
depicting  the  interrelationship  of  demand  and  supply  factors,  is  necessar}' 
for  separating  and  delineating  the  causal  influences. 
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The  information  on  components  of  hospital  inflation,  however,  does 
provide  evidence  relevant  to  some  facets  of  these  theories.  For  example, 
it  should  be  noted  that  trends  in  hospital  inflation  are  common  to  all 
types  of  hospitals.  This  would  argue  in  favor  of  a  theory  such  as  one  of 
the  demand-pull  theories  which  affects  all  hospitals,  over  those  theories 
which  emphasize  the  inefficiencies  of  nonprofit  hospital  operation. 

The  Feldstein  demand-pull  model  requires  modification  to  be  con- 
sistent with  the  observed  divergence  between  hospital  prices  and  costs. 
The  model  should  at  least  be  modified  to  include  a  lagged  response  of 
cost  increases  to  increases  in  hospital  prices.  The  implications  of  the 
Feldstein  theory  for  components  of  hospital  costs  are  not  very  detailed. 
To  the  extent  that  the  impetus  for  cost  increases  comes  from  patients' 
demands  for  improved  services,  one  would  expect  increases  in  costs  of 
food  service,  more  nursing  service,  and  building  investment  to  make 
patients'  surroundings  more  luxurious.  There  is  little  evidence  that 
hospital  cost  inflation  has  taken  this  form.  Instead  these  types  of  expenses 
have  risen  more  slowly  than  other  types  of  expenses.  The  slight  switch  to 
greater  use  of  larger  hospitals,  however,  may  reveal  an  increasing  demand 
among  patients  for  higher  quality  care,  either  actual  or  perceived. 

To  the  extent  that  the  impetus  for  cost  increases  comes  from  hospital 
administrators  who  take  advantage  of  increased  opportunities  for  addi- 
tional revenues  to  raise  costs,  the  increase  in  costs  could  take  any  form. 
Presumably  those  expenses  will  be  increased  which  give  the  hospital 
administrator  utility.  The  hospital  might  engage  in  ''philanthropic" 
wage-setting  (paying  wages  above  those  necessary  to  attract  the  required 
labor  force)  if  the  administrator  desires  to  share  revenue  increases  with 
workers;  cost  increases  could  come  from  additional  staff,  if  the  utility  of 
the  administrator  is  primarily  a  function  of  the  size  of  his  domain  as 
measured  by  employees;  cost  increases  could  take  the  form  of  capital 
expenditures  if  the  utility  of  the  hospital  administrator  is  largely  a  func- 
tion of  having  the  biggest,  most  modern,  well-equipped  hospital;  cost 
increases  could  take  the  form  of  more  skilled  personnel  and  more  capital 
and  materials  inputs  if  the  administrator  is  interested  in  using  additional 
revenues  to  improve  the  quality  of  care.  There  is  some  evidence  that 
each  of  these  types  of  cost  increases  has  occurred.  Wages  have  increased 
slightly  faster  than  in  other  industries,  giving  some  weak  support  to  the 
''philanthropic"  wage  hypothesis.  Employees  on  the  hospital  staff  per 
day  of  hospital  care  increased  6  percent  from  1962  to  1966  (administrative 
employees  per  day  of  care  have  increased  even  more  rapidly — 19  percent). 
Capital  inputs  have  also  increased  substantially  over  the  period,  par- 
ticularly plant  equipment  assets.  Major  equipment  plant  assets  per  day 
of  care  increased  five  times  as  fast  in  nonprofit  hospitals  as  in  for-profit 
hospitals.  Factor  inputs  per  day  of  care  have  increased  at  a  rate  of  over 
3  percent  a  year. 


53 


The  second  version  of  the  demand-pull  hypothesis  differs  from  the 
Feldstein  model  in  that  prices  are  set  at  a  somewhat  higher  monopolistic 
or  oligopolistic  level  and  costs  are  not  equated  to  prices  in  the  short 
run.  Instead,  retained  earnings  are  used  to  acquire  additional  capital 
equipment  which  results  in  a  rise  in  future  operating  costs.  The  similar 
trends  in  nonprofit  and  for-profit  revenues,  rates  of  return,  and  price- 
cost  margins  indicate  that  nonprofit  hospitals  may  pursue  pricing  policies 
similar  to  those  of  for-profit  hospitals.  The  level  of  rates  of  return  in  for- 
profit  hospitals,  however,  does  exceed  that  of  nonprofit  hospitals  even 
with  allowance  for  the  tax-exempt  status  of  nonprofit  hospitals.  The 
evidence  of  the  oligopolistic  pricing  of  hospital  services,  therefore,  is 
mixed. 

On  the  cost  side,  the  predicted  changes  in  operating  costs  are  somewhat 
narrower  than  in  the  Feldstein  model.  The  major  increases  in  costs  should 
come  from  increases  in  capital  equipment — which  will  not  only  increase 
capital  expenses  but  concomitant  personnel  and  supplies  expenses.  The 
evidence  that  most  of  the  labor  expense  increases  have  come  in  the  more 
technical  professions  and  that  plant  equipment  assets  have  been  the 
major  source  of  increase  in  assets  (particularly  in  nonprofit  hospitals)  all 
give  some  support  to  this  version  of  hospital  inflation.  The  more  rapid 
growth  in  ancillary  service  expenses  is  also  to  be  expected  from  this 
theory  of  inflation. 

Factor-input  theories  of  inflation 

Examination  of  the  components  of  hospital  inflation  reveals  that 
theories  of  inflation  which  concentrate  on  the  role  of  only  one  factor  of 
production  in  hospital  inflation  are  too  narrow  in  focus.  The  labor  cost- 
push  theory  of  inflation,  limited  strictly  to  labor  expenses  and  only  the 
wage  aspect  of  those  expenses,  is  particularly  inadequate  to  explain  the 
rapid  rises  both  in  nonlabor  expenses  and  in  the  increasing  quantities  of 
labor  used  in  the  provision  of  hospital  care. 

The  labor  cost-push  theory  of  inflation  encompasses  several  explana- 
tions of  rising  wages:  (1)  an  increase  as  the  result  of  unionization  or 
threat  of  unionization,  (2)  an  increase  as  the  result  of  an  increase  in  skill 
levels  of  hospital  personnel,  (3)  a  catching-up  of  hospital  wages  with 
those  of  comparable  occupations,  (4)  ''philanthropic"  wage-setting  as 
hospitals  acquire  additional  revenues,  and  (5)  tight  labor  markets. 

Although  additional  information,  particularly  on  wages  of  comparable 
occupations,  is  required  to  explore  each  of  these  in  turn,  some  relevant 
evidence  is  provided  by  the  survey.  First,  unionization  or  the  threat  of 
unionization  is  likely  to  be  more  important  for  large  than  for  small 
hospitals.  Yet,  wages  in  large  hospitals  have  not  risen  more  rapidly  than 
in  small  ones.  Second,  there  is  some  evidence  that  the  composition  of 
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hospital  personnel  has  shifted  to  include  a  greater  proportion  of  the 
high-skill  occupations.  However,  even  if  the  composition  of  the  labor 
force  had  remained  unchanged,  hospital  earnings  would  have  increased 
by  20.0  percent  over  the  period,  only  slightly  less  than  the  actual  in- 
crease of  20.2  percent.  Third,  the  lowest  paid  occupations  (dietary  and 
household  and  property  employees)  had  the  biggest  percentage  increases 
in  annual  earnings.  To  the  extent  that  wages  in  these  occupations  have 
been  excessively  low  relative  to  comparable  occupations,  some  catching-up 
of  hospital  wages  may  be  indicated.  Fourth,  the  lower  level  of  wages  in 
for-profit  hospitals  may  indicate  that  nonprofit  hospitals  engage  in 
"philanthropic"  wage-setting  (that  is,  pay  higher  wages  than  are  neces- 
sary to  attract  the  required  labor  force).  However,  in  terms  of  rate  of 
increase,  wages  have  increased  much  faster  in  for-profit  hospitals  than 
in  nonprofit  hospitals.  Hospital  wages  have  risen  more  rapidly  than 
wages  in  other  industries,  perhaps  indicating  some  ''philanthropic"  wage- 
setting.  Fifth,  there  is  some  evidence  that  wages  have  responded  to 
general  labor  market  conditions.  Unemployment  rates  in  the  economy  as 
a  whole  were  fairly  high  from  1962  to  1965,  with  labor  markets  tightening 
substantially  from  1965  to  1966.  Hospital  employee  earnings  exhibited 
fairly  stable  increases  in  the  first  few  years  of  the  period  with  a  sub- 
stantial acceleration  in  the  last  year  of  the  period  (annual  increases  from 
1962  to  1966  were  4.4  percent,  3.7  percent,  4.0  percent,  and  6.7  percent, 
chronologically) . 

Evidence  relevant  to  the  wasteful  capital  expenditures  theory  of  in- 
flation has  been  mentioned  briefly  in  the  review  of  the  demand  theories 
of  inflation.  Both  capital  expenses  and  plant  assets  (particularly  major 
equipment  assets)  have  increased  substantially.  Those  types  of  non- 
capital expenses  which  could  be  expected  to  increase  with  an  increase  in 
capital  equipment,  such  as  technical  personnel  and  ancillary  service 
expenses,  have  also  constituted  the  most  rapid  increases  in  costs. 

Scientific-progress  theory  of  inflation 

This  theory  of  inflation  is  particularly  difficult  to  examine.  Advances 
in  medical  technology  are  hard  to  catalog  and  even  more  difficult  to 
measure.  The  real  test  of  this  theory  is  whether  changes  in  the  way  in 
which  hospital  care  is  provided  have  resulted  in  any  substantial  improve- 
ments in  health.  Yet,  even  if  the  benefits  of  scientific  progress  could  be 
itemized  and  quantified,  the  problem  of  delineating  those  expenses  which 
increase  as  a  result  of  advances  in  technology  would  still  have  to  be  faced. 
An  adequate  methodology  for  accomplishing  this  feat  has  yet  to  be  de- 
veloped. 

It  is  possible,  however,  to  outline  several  types  of  expenses  which 
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could  reasonably  be  expected  to  be  more  responsive  to  changes  in  tech- 
nology than  other  types  of  expenses.  It  is  unlikely  that  advances  in 
medical  technology  would  result  in  large  increases  in  such  standard  costs 
as  dietary,  housekeeping,  plant  engineering,  and  administrative  ex- 
penses. Scientific  progress  is  more  likely  to  affect  skilled  personnel  costs, 
such  as  more  full-time  physicians  on  the  hospital  staff,  and  ancillary 
expenses  such  as  operating  room  (with  more  complex  surgery) ,  radiology, 
and  laboratory  department.  Those  expenses  which  are  least  likely  to  be 
affected  by  advances  in  technology  are  in  fact  those  which  have  ex- 
perienced the  smallest  increases  in  costs.  Aledical  staff  expenses,  radiology, 
and  laboratory  expenses,  on  the  other  hand,  have  increased  substantially. 
Onl}^  two  categories  which  might  have  been  expected  to  increase  re- 
mained relatively  stable — nursing  service  expenses  and  operating  room 
expenses. 

Utilization  theories  of  inflation 

Several  theories  of  inflation  emphasize  the  role  of  an  increase  in  utiliza- 
tion of  hospital  services  in  total  expenditure  inflation.  Some  theories 
emphasize  that  the  hospital  has  displaced  other  medical  providers,  such 
as  in  the  case  of  the  hospital  emergency  and  outpatient  departments 
providing  care  formerly  provided  by  private  physicians.  Other  theories 
hold  that  increases  in  insurance  coverage  have  resulted  in  ''medically 
unnecessary"  increases  in  hospitalization.  Some  theories  stress  the  im- 
portance of  increases  in  utilization  which  force  the  hospital  to  operate 
near  capacity  levels.  Others  emphasize  shifts  in  utilization  among  different 
size  hospitals  as  representing  an  important  source  of  inflation. 

There  is  no  evidence  to  indicate  that  increases  in  insurance  coverage 
have  led  to  an  excessive  increase  in  number  of  hospital  admissions  or 
days  of  care — increases  that  have  taken  place  have  been  quite  moderate. 
This  does  not  rule  out  a  possibly  excessive  use  of  ancillary  services  (too 
many  tests)  or  an  increased  demand  for  more  expensive  types  of  hospital 
care.  The  rise  in  ancillary  service  expenses  and  the  switch  in  utilization 
to  larger  hospitals  may  both  reflect  these  types  of  ''unnecessary"  increases. 

The  substantial  growth  in  outpatient  services  does  indicate  that  this 
role  of  the  hospital  has  been  expanded.  Increases  in  outpatient  visits 
could  represent  a  substitution  of  hospital  care  for  the  care  formerly 
provided  by  private  physicians.  It  could  also  represent,  of  course,  an 
increasing  tendency  on  the  part  of  physicians  to  overtest. 

Utilization  of  existing  capacity  increased  somewhat  but  the  increases 
were  too  moderate  to  have  been  an  important  source  of  inflationary 
pressure  in  the  pre-Medicare  period.  It  is  possible,  though,  that  this 
factor  may  be  more  important  in  later  time  periods. 
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There  was  some  redistribution  of  the  utihzation  of  services  among 
hospitals  of  different  sizes.  In  particular,  utilization  of  services  in  large 
hospitals  increased  substantially,  while  utilization  in  small  hospitals 
held  stable  or  declined  slightl3\  This  redistribution  of  utilization  toward 
higher  cost  hospitals,  however,  had  marginal  effects  on  average  costs. 

Summary 

In  summary,  the  demand-pull  and  scientific-progress  theories  of 
inflation  are  most  consistent  with  the  types  of  hospital  cost  increases 
that  occurred  in  the  early  1960's.  The  labor  cost-push  theor}'-  of  inflation 
does  not  do  an  adequate  job  of  explaining  overall  increases  in  costs  in 
the  pre-Medicare  period,  but  may  be  an  important  factor  in  later  time 
periods.  Increases  in  inpatient  hospital  stays  were  quite  moderate,  but 
outpatient  services  witnessed  a  substantial  growth,  giving  some  support 
to  the  utilization  theory  of  inflation  and  emphasizing  the  expanded  scope 
of  the  hospital. 
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Table  1. — Revenue,  expenses,  net  income,  and  cash  flow,  1962-66 


Year 

Total 

Total 

_  Net 

Cash 

revenue 

expenses 

income 

flow 

Total  (in 

millions) 

1962     

16,584 

$6,456 

$127 

$388 

1963   

7,100 

6,972 

128 

419 

1964   

7,890 

7,714 

176 

492 

1965     

8,715 

8,538 

177 

540 

1966    

9,859 

9,661 

198 

625 

Percentage  increase,  1962-66      

49.8 

49.6 

56.1 

61.1 

10.6 

10.6 

11.8 

12.7 

Per  patient  day 

1962..       

$35.62 

$34.93 

$0.69 

$2.10 

1963    

37.96 

37.28 

.68 

2.24 

1964...   

40.39 

39.49 

.90 

2.52 

1965    

42.77 

41.90 

.87 

2,65 

1966    

46.40 

45.47 

.93 

2.95 

Percentage  increase,  1962-66   

30.3 

30.2 

34.8 

40.5 

Annual  average  increase,  1962-66  

6.8 

6.8 

7.8 

8.9 

Table  2. — Net  income,  cash  flow,  and  capital  return  ratios,  1962-66 


Year 

Net  income  ratio 

Cash  flow!  ratio 

Capital  return^  ratio 

Total 
revenue 

Plant 
assets 

Total 
revenue 

Plant 
assets 

Total 
revenue 

Plant 
assets 

1962...    _ 

1.93 

1.42 

5.89 

4.33 

2.34 

1.72 

1963...  

1.80 

1.33 

5.90 

4.35 

2.23 

1.64 

1964   

2.23 

1.66 

6.24 

4.64 

2.68 

1.99 

1965  

2.03 

1.50 

6.20 

4.58 

2.60 

1.92 

1966-.-  -  

2.01 

1.52 

6.34 

4.81 

2.65 

2.01 

Annual  average,  1962-66  

2.00 

1.49 

6.11 

4.54 

2.50 

1.86 

1  Defined  as  net  income  plus  depreciation  expenses. 

2  Defined  as  net  income  plus  interest  expenses. 
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Table  3. — Revenue,  expenses,  net  income,  and  cash  flow,  by  type  of  control,  1962-66 


Type  of  control  and  year 

Total  (in  millions) 

Per  patient  day 

Total 
j»gYenue 

Total 
expenses 

Net 
income 

Cash 
flow 

Total 
revenue 

Total 

GxpcnsBS 

Net 

1I1COII16 

Cash 

Nonprofit  I 

1962 

$4,668 

$4 , 545 

$123 

$331 

$35.43 

$34 . 50 

$0.93 

$2.51 

1966   

7,034 

6^818 

216 

550 

46.39 

44.97 

1 .42 

3.62 

Percentage  increase, 

1962-66 

50.7 

50.0 

75.6 

66.2 

30.9 

30.3 

52.7 

44.2 

Annual  average  in- 

crease,  1962-66  

10.8 

10.7 

15.1 

13.5 

7.0 

6.8 

11.2 

9.6 

For-profit : 

1962 

$247 

$225 

$21 

$30 

$29.31 

$26.76 

$2.54 

$3.56 

1966 

431 

404 

26 

47 

38.93 

36.54 

2.39 

4.25 

Percentage  increase, 

1962-66   

74.5 

79.6 

23.8 

56.7 

32.8 

36.5 

-5.6 

19.4 

Annual  average  in- 

crease, 1962-66 

14.9 

15.8 

5.5 

11.9 

7.4 

8.1 

-1.4 

4.5 

fetS-t-G  3.11(1  loCS-l  ^OVGrH" 

ment: 

1962   

$1,669 

$1,686 

-$18 

$25 

$37.38 

$37.78 

-$0.40 

$0.56 

1966   

2,395 

2,439 

-44 

28 

48.10 

48.98 

-.88 

.56 

Percentage  increase. 

1962-66   

43.5 

44.7 

-144.4 

12.0 

28.7 

29.6 

-120.0 

0 

Annual  average  in- 

crease, 1962-66  

9.5 

9.7 

-25.0 

2.9 

6.5 

6.7 

-22,0 

0 

Table  4. — Net  income,  cash  flow,  and  capital  return  ratios,  by  type  of  control,  1962-66 


Net  income  ratio 

Cash  flowi  ratio 

Capital  return2  ratio 

Type  of  control  and  year 

Total 

Plant 

Total 

Plant 

Total 

Plant 

revenue 

assets 

revenue 

assets 

revenue 

assets 

Nonprofit: 

1962    

2.63 

1.91 

7.09 

5.14 

3.09 

2.24 

1966-  -.  

3.07 

2.29 

7.81 

5.84 

3.75 

2.80 

Annual  average,  1962-66  

2.85 

2.08 

7.40 

5.39 

3.37 

2.46 

For-profit: 

1962  _  

8.50 

15.21 

12.14 

21.28 

9.53 

16.69 

1966   

6.03 

10.07 

10.90 

17.87 

8.60 

14.11 

Annual  average,  1962-66  

5.91 

9.39 

10.03 

15.62 

7.62 

11.89 

State  and  local  government: 

1962   

-1.08 

-.75 

1.50 

1.07 

-.81 

-.57 

1966    

-1.84 

-1.33 

1.17 

.84 

-1.64 

-1.18 

Annual  average,  1962-66  

-1.12 

-.80 

1.65 

1.20 

-.87 

-.62 

1  Defined  as  net  income  plus  depreciation  expenses. 
Defined  as  net  income  plus  interest  expenses. 
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Table  5. — Revenue,  expenses,  net  income,  and  cash  flow,  by  bed  size  of  hospital, 
1962-66 


Bed  size  and  year 

Total 

Total 

_  Net 

Cash 

Total 

Total 

Net 

Cash 

income 

flow 

revenue 

expenses 

income 

flow 

Total  (in 

millions) 

Per  patient  day 

D— yy  Deus. 

1962  

$1,086 

$1,037 

$49 

$94 

$30 . 05 

$1 . 41 

$2.72 

1966...    

1,467 

1,402 

65 

131 

oy  .00 

38 . 09 

1 .76 

3 .56 

Jrercentage  increase, 

1Qfi2— fifi 

35. 1 

35.2 

32.7 

39 .4 

26  7 

ZD  .  o 

OA  fi 
Z4  .  o 

30.9 

Annual  average  in- 

crease, 1962-66  

7.8 

7.8 

7.3 

8.7 

fi  1 

5 . 7 

7.0 

infl— 1QQ  hpHq* 

1962  

$1,222 

$1,197 

$25 

$83 

$oji .  y  / 

4Q9  OO 

rfoz .  zy 

«n  AC 
$U .  Do 

$2 . 23 

1966    

1,794 

1,734 

59 

156 

41 .39 

40.02 

1 . 37 

3.61 

JrercenLage  increase, 

1 Qfi2— fifi 

46.8 

44.9 

136.0 

88.0 

on.  n 

Zo .  y 

101 . 5 

61 .9 

Annual  average  in- 

crease, 1962-66 

10.1 

9.7 

24.0 

17.1 

5.8 

5 .5 

19 . 1 

12  8 

9nn— 9QQ  Korla- 

1962  

$1,328 

$1,285 

$43 

$92 

«QQ    1  o 

$oo . iz 

$i  .  LV 

$z .  o7 

1966.   

1,848 

1,764 

84 

158 

40  .  I/O 

o  nn 
z .  uo 

O  .OO 

x^ercentage  increase. 

1962-66 

39.2 

37.3 

95.4 

71.7 

31 . 8 

30.0 

oD .  •* 

fto  n. 

DZ .  O 

Annual  average  in- 

crease, 1962-66  

8.6 

8.2 

18.2 

14.5 

7 . 1 

D  .  o 

J.D .  o 

1  O  Q 

J.Z .  y 

300—499  beds: 

1962  '.  

$1,468 

$1,447 

$21 

$93 

$37.43 

$36.90 

$0.53 

$2.37 

1966   

2,383 

2,342 

42 

157 

48.49 

47.64 

.85 

3.19 

62.3 

61 .9 

100.0 

68.8 

29.6 

29.1 

60.4 

34.6 

Annual  average  in- 

crease 1962—66 

12.9 

12.8 

19.0 

14.0 

6.7 

6.6 

12.5 

7.7 

500  or  more  beds: 

1962   

$1,479 

$1,490 

-$10 

$26 

$42.02 

$42.32 

-$0.30 

$0.74 

1966  

2,368 

2,419 

-52 

23 

56.11 

57.33 

-1.22 

.56 

Percentage  increase. 

1962-66  

60.1 

62.4 

-420.0 

-13.0 

33.5 

35.5 

-306.7 

-24.3 

Annual  average  in- 

crease, 1962-66  

12.5 

12.9 

-51.0 

-3.1 

7.5 

7.9 

-42.0 

-5.6 
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Table  6. — Net  income,  cash  flow,  and  capital  return  ratios,  by  bed  size  of  hospital, 
1962-66 


Bed  size  and  year 

Net  income  ratio 

Cash  flow^  ratio 

Capital  return^  ratio 

Total 
revenue 

Plant 
assets 

Total 
revenue 

Plant 

assets 

Total 
revenue 

Plant 
assets 

6-99  beds: 

1962  

4.48 

3.44 

8.66 



6.65 

4.88 

3.74 

1966                          -  --- 

4.42 

3.50 

8.93 

7.07 

5.33 

4.22 

Annual  average,  1962-66  

4.23 

3.28 

8.50 

6.58 

5.00 

3.87 

100-199  beds: 

1962  

2.06 

1.47 

6.78 

4.83 

2.47 

1.76 

1966 

3.31 

2.53 

8.71 

6.64 

4.36 

3.32 

Annual  average,  1962-66  

2.53 

1.85 

7.46 

5.44 

3.19 

2.33 

200-299  beds: 

1962...   

3.22 

2.61 

6.93 

5.62 

3.47 

2.81 

1966 

4.55 

3.27 

8.53 

6.13 

5.17 

3.71 

Annual  average,  1962-66  

3.84 

2.96 

7.62 

5.88 

4.19 

3.22 

300-499  beds: 

1962..   

1.43 

.96 

6.33 

4.26 

2.02 

1.36 

1966  

1.75 

1.32 

6.57 

4.97 

2.08 

1.57 

Annual  average,  1962-66  

1.90 

1.34 

6.76 

4.77 

2.33 

1.64 

500  or  more  beds: 

1962    

-.71 

-.52 

1.77 

1.30 

-.30 

-.22 

1966    

-2.18 

-1.69 

.99 

.77 

-1.69 

-1.31 

Annual  average,  1962-66  

-1.46 

-1.10 

1.39 

1.04 

-1.06 

-.80 

Defined  as  net  income  plus  depreciation  expenses. 
Defined  as  net  income  plus  interest  expenses. 
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Table  7— Hospital  utilization,  1962-66 


Rate  per  1,000  population 

Outpatient 

Mean 

Occu- 

units 

Year 

stay 

pancy 

per  1,000 

Beds 

AcirniS" 

(days) 

rate 

population 

sions 

days 

1962  

3.57 

135 

1,013 

7.5 

77.7 

382 

1963  

3.62 

135 

1,010 

7.5 

76.4 

393 

1964  

3.69 

137 

1,040 

7.6 

77.2 

409 

1965  

3.76 

140 

1.070 

7.6 

78.0 

438 

1966   ._. 

3.84 

142 

1,103 

7.8 

78.7 

466 

Percentage  increase,  1962-66. 

7.6 

5.2 

8.9 

4.0 

22.0 

Annual  average  increase, 

1962-66  

1.8 

1.3 

2.1 

1.0 

5.1 

Table  8. — Hospital  utilization,  by  type  of  control,  1962-60 


Rate  per  1,000  population 

Outpatient 

Mean 

Occu- 

units 

Type  of  control  and  year 

stay 

pancy 

per  1,000 

Beds 

Admis- 

Patient 

(days) 

rate 

population 

sions 

days 

Nonprofit : 

1962    

2,50 

96 

722 

7.5 

79.1 

239 

1966   

2.68 

100 

787 

7.9 

80.5 

294 

Percentage  increase, 

1962-66  

7.2 

4.2 

9.0 

5.3 

23.0 

Annual  average  increase. 

1962-66   

1.7 

1.0 

2.2 

1.3 

5.3 

For-profit: 

1962   

.18 

6 

46 

7.1 

68.5 

7 

1966   

.22 

8 

57 

7.1 

73.0 

12 

Percentage  increase, 

1962-66  

22.2 

33.3 

23.9 

0 

53.5 

Annual  average  increase. 

1962-66  

5.1 

7.5 

5.5 

0 

11.3 

State  and  local  government: 

1962   

.89 

32 

245 

7.6 

75.4 

136 

1966   

.95 

34 

259 

7.6 

74.8 

161 

Percentage  increase, 

1962-66   

6.7 

6.3 

5.7 

0 

18.1 

Annual  average  increase, 

1962-66   

1.6 

1.5 

1.4 

0 

4.2 
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Table  9. — Hospital  utilization,  by  bed  size  of  hospital,  1962-66 


RatG  pGr  1,000  population 

Outpatient 

MGan 

Occu- 

units 

BbcI  sizG  9-ncl  ycsr 

pancy 

per  1,000 

Beds 

Admis- 

Patient 

(days) 

rate 

population 

sions 

days 

1962 

.79 

31 

189 

6  0 

66  0 

51 

1966   

.78 

31 

191 

612 

66!8 

45 

-1.3 

0 

1.1 

o  .U 

-11.8 

A"r»r>n*:»I  avf^vficrf^  irtPTPfiQA 

t  f\£iO  act. 

lyb-^— DO  

Q 

—  .O 

U 

.3 

.8 

-2.8 

100—199  beds: 

1962 

.76 

30 

203 

6  8 

73.3 

59 

1966   

.  (  o 

7.0 

78!7 

82 

Percentage  incres-se, 

2.6 

6.7 

10.8 

4.1 

39.0 

Ann,u3;l  averSige  increflrsej 

.6 

1 . 6 

2.6 

1.0 

8.6 

zuu  L)cu,s. 

1962 

.68 

29 

213 

7.4 

85.5 

89 

1966   

.69 

212 

7^5 

84!7 

95 

1.5 

-3.4 

-.5 

.7 

6.7 

.4 

—  .8 

— .  1 

1.6 

1962 

.72 

26 

215 

8.4 

82  0 

67 

1966  

29 

255 

817 

82*.  5 

105 

PsrcGDt&gG  incrGS-SG, 

1  f\£iO  ii£i 

18.1 

11.5 

18.6 

6.0 

56.8 

Annual  avGr&gG  incrG&SG, 

19o2— DO  

4.3 

2.8 

4.4 

.9 

11.9 

500  or  more  bGds: 

1962   

.63 

19 

193 

10.0 

83.9 

117 

1966    

.74 

22 

219 

10.0 

81.5 

139 

PcrcGntagG  incrGasc, 

1962-66   

17.0 

15.8 

13.5 

0 

18.7 

Annual  avGragG  increase, 

1962-66  

4.1 

3.7 

3.2 

0 

4.4 

63 


Table  10. — Lab'or  and  capital  components  of  hospital  operating  expenses,  1962-66 


Year 


1962  

1963  

1964  

1965  

1966  

Percentage  increase,  1962-66  

Annual  average  increase,  1962-66. 


1962  

1963  

1964    

1965  

1966  

Percentage  increase,  1962-66_- 
Annual  average  increase,  1962- 


1962. 
1963. 
1964. 
1965. 
1966. 


Total 
operating 
expenses 

Payroll 
expenses 

Depre- 
ciation, 
interest, 
rent 

Other 
operating 
expenses 

Operating  expenses  (in  millions) 

$6,365 
6,867 
7,604 
8,411 
9,517 

$3,949 
4,261 
4,679 
5,162 
5,797 

$297 
333 
369 
430 
515 

$2,119 
2,273 
2,. 556 
2,819 
3,205 

49.5 
10.6 

46.8 
10.1 

73.4 
14.8 

51.3 
10.9 

Per  patient  day 

$34.44 
36.72 
38.93 
41.28 
44.79 

$21.36 
22.79 
23.96 
25.34 
27.28 

$1.60 
1.78 
1.89 
2.11 
2.43 

$11.47 
12.15 
13.09 
13.83 
15.08 

30.1 
6.8 

27.7 
6.3 

51.9 
11.0 

31.5 
7.1 

Percentages  distribution 

100.0 
100.0 
100.0 
100.0 
100.0 

62.0 
62.1 
61.5 
61.4 
60.9 

4.6 
4.8 
4.9 
5.1 
5.4 

33.3 
33.1 
33.6 
33.5 
33.7 

Table  11. — Labor  and  capital  hospital  inputs,  1962-66 


Year 

Full-time  equivalent 
employees! 

Annual 
average 
earnings^ 

Plant  assets 

Total  (in 
thousands) 

Per  100 
daily  census 

Total  (in 
millions) 

Per  daily 
census 

1962.    

1,243 

246 

$3,176 

$8,971 

$17,716 

1963  

1,285 

251 

3,317 

9,627 

18,789 

1964  

1,361 

254 

3,438 

10,612 

19,831 

1965  

1,443 

259 

3,577 

11,797 

21,132 

1966.   

1,519 

261 

3,816 

12,985 

22,308 

Percentage  increase,  1962-66  

22.2 

6.1 

20.2 

44.7 

25.9 

Annual  average  increase, 

1962-66  

5.1 

1.5 

4.7 

9.7 

5.9 

^  Calculated  by  adding  one-half  of  part-time  employees  to  full-time  employees. 
2  Calculated  by  dividing  payroll  expenses  by  full-time  equivalent  employees. 
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Table  12. — Indexes  of  components  of  hospital  operating  expenses  per  patient  day, 
1962-66 

[1962=100] 


Annual 

Item 

1962 

1963 

1964 

1965 

1966 

average 

increase 

Total  operating  expenses  per  patient 

100  0 

106.6 

113 .0 

119.9 

130  1 

6  8 

Payroll  expenses  per  patient  day   

100.0 

106.7 

112.2 

118.6 

127.7 

6.3 

Annual  average  salary  

100.0 

104.4 

108.2 

112.6 

120.2 

4.7 

Labor  inputs  per  patient  day  

100.0 

102.0 

103.3 

105.3 

106.1 

1.5 

Capital  expenses  per  patient  day  .  _ 

100.0 

111.3 

118.1 

131.9 

151.9 

11.0 

Price  of  capital  inputs   _  

100.0 

101.6 

101.3 

102.8 

120.1 

4.7 

Capital  inputs  per  patient  day.   

100.0 

109.5 

116.7 

128.3 

126.4 

6.0 

Other  expenses  per  patient  day  

100.0 

105.9 

114.1 

120.6 

131.5 

7.1 

Consumer  price  index  _   

100.0 

101.2 

102.5 

104.3 

107.3 

1.8 

Other  inputs  per  patient  day  

100.0 

104.7 

111.3 

115.6 

122.5 

5.2 

Price  of  all  inputs  ^  .    

100.0 

103.2 

105.9 

109.3 

115.9 

3.8 

All  inputs  per  patient  day  i_   

100.0 

103.3 

106.7 

109.9 

112.6 

3.0 

1  Weights  are  .615  for  payroll  expenses,  .049  for  capital  expenses,  and  .336  for  other  expenses.  The 
weights  are  obtained  from  the  proportion  of  all  operating  expenses  represented  by  each  component  in  1964 


Table  13. — Labor  and  capital  components  of  hospital  operating  expenses,  by  type  of 
control,  1962-66 


Total 

Depre- 

Other 

Type  of  control  and  year 

operating 

PajToll 

ciation, 

operating 

expenses 

expenses 

interest. 

expenses 

rent 

Per  pa  tient  day 

Nonprofit : 

1962  

$34.27 

$21.30 

$1.76 

$11.21 

1966  

44.64 

27.48 

2.61 

14.55 

Percentage  increase,  1962-66_  

30.3 

29.0 

48.3 

29.8 

6.8 

6.6 

10.4 

6.7 

For-profit: 

1962  

$26.00 

$12.38 

$2.02 

$11.60 

1966  

35.29 

16.38 

3.81 

15.09 

Percentage  increase,  1962-66  

35.7 

32.3 

88.6 

30.1 

Annual  average  increase,  1962-66  

7.9 

7.2 

17.2 

6.8 

State  and  local  government: 

1962  

$36.53 

$23.25 

$1.07 

$12.21 

1966  

47.38 

29.12 

1.56 

16.70 

Percentage  increase,  1962-66  

29.7 

25.2 

45.8 

36.8 

Annual  average  increase,  1962-66  

6.7 

5.8 

9.9 

8.2 

Percentage 

distribution 

Nonprofit: 

1962  

100.0 

62.2 

5.1 

32.7 

1966  

100.0 

61.6 

5.8 

32.6 

For-profit : 

1962  

100.0 

47.6 

7.8 

44.6 

1966  

100.0 

46.4 

10.8 

42.8 

State  and  local  government: 

1962  

100.0 

63.6 

2.9 

33.4 

1966  

100.0 

61.5 

3.3 

35.2 
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Table  14. — Labor  and  capital  hospital  inputs,  by  type  of  control,  1962-66 


Type  of  control  and  year 

Full-time  equivalent 
employees^ 

Annual 
average 
earnings^ 

Plant  assets 

Total  (in 
thousands) 

Per  100 
daily  census 

Total  (in 
millions) 

Per  daily 
census 

Nonprofit : 

1962  

871 

241 

$3,221 

$6,440 

$17,839 

1966    

1 ,069 

257 

3,905 

9,413 

22,662 

Percentage  increase,  1962-66 

22.7 

6.6 

21.2 

46.2 

27.0 

Annual  average  increase, 

5.3 

1.6 

4.9 

10.0 

6.2 

1962-66    

For-profit : 

1962  

43 

187 

$2,421 

$141 

$6,105 

1966    

61 

201 

2,978 

263 

8,667 

Percentage  increase,  1962-66 

41.9 

7.5 

23.0 

86.5 

42.0 

Annual  average  increase. 

1962-66   

9.1 

1.8 

5.3 

16.9 

9.2 

State  and  local  government: 

1962  

329 

269 

$3,156 

$2,390 

$19,542 

1966  

391 

287 

3,704 

3,309 

24,261 

Percentage  increase,  1962-66 

18.8 

6.7 

17.4 

38.5 

24.1 

Annual  average  increase. 

1962-66  

4.4 

1.6 

4.1 

8.5 

5.5 

1  Calculated  by  adding  one-half  of  part-time  employees  to  full-time  employees. 

2  Calculated  by  dividing  payroll  expenses  by  full-time  equivalent  employees. 


Table  15. — Annual  average  increase  in  components  of  hospital  operating  expenses 
per  patient  day,  by  type  of  control,  1962-66 


Item 

Nonprofit 

For-profit 

State  and 
local 
government 

Total  operating  expenses  per  patient  day..  .  _  - 

6.8 

7.9 

6.7 

6.6 

7.3 

5.8 

4.9 

5.3 

4.1 

Labor  inputs  per  patient  day_  _   

1.6 

1.8 

1.6 

Capital  expenses  per  patient  day     — 

10.4 

17.2 

9.9 

4.7 

4.7 

4.7 

5.4 

11.9 

5.0 

6.7 

6.8 

8.2 

Consumer  price  index     

1.8 

1.8 

1.8 

Other  inputs  per  patient  day   _ 

4.9 

4.9 

6.2 

13.9 

23.6 

33.4 

All  inputs  per  patient  day  

12.9 

24.1 

33.3 

1  Nonprofit  weights  are  .617  for  payroll  expenses,  .053  for  capital  expenses,  and  .330  for  other  expenses. 

2  For-profit  weights  are  .449  for  payroll  expenses,  .083  for  capital  expenses,  and  .467  for  other  expenses. 
*  State  and  local  government  weights  are  .635  for  payroll  expenses,  .031  for  capital  expenses,  and  .334  for 

other  expenses. 
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Table  16. — Labor  and  capital  components  of  hospital  operating  expenses,  by  bed 
size  of  hospital,  1962-66 


Total 

Depre- 

Other 

Year 

operating 

PajToll 

ciation, 

operating 

expenses 

expenses 

interest, 

expenses 

rent 

Per  patient  day 

6-99  beds: 

1962 

$29.90 

$17.03 

$1.54 

$11.34 

1966  

37.72 

20.81 

2.54 

14.38 

Percentage  increase,  1962—66 

26.2 

22.2 

64.9 

26.8 

Annual  average  increase,  1962—66 

6.0 

5.1 

13.3 

6.1 

100-199  beds: 

1962  -   

$31.99 

$19.22 

$1.69 

$11.08 

1966    

39.74 

23.53 

2.71 

13.49 

Percentage  increase,  1962—66                -  _  _ 

24.2 

22.4 

60.4 

21.8 

4.nnual  average  increase  1962—66 

5.6 

5.2 

12.5 

5.1 

200-299  beds: 

1962 

§32.53 

$21.11 

$1.47 

$9.94 

1966  

42.78 

26.83 

2.19 

13.76 

Percentage  increase,  1962—66 

31 .5 

27.1 

49.0 

38  4 

Annual  average  increase,  1962—66 

7!l 

6^2 

lO'.o 

8.5 

300-499  beds: 

1962 

$36.55 

$22.38 

$2.06 

$12.11 

1966  

47.15 

28.81 

2.52 

15.83 

Percentage  increase,  1962-66    

29  .0 

28.7 

22.3 

30.7 

Annual  average  increase,  1962-66  

6.6 

6.5 

5.2 

6.9 

500  or  more  beds: 

1962 

$41 .21 

$27.02 

$1.21 

$12.98 

1966  - 

55.36 

35.46 

2.15 

17.76 

34.3 

31 .2 

77.7 

36.8 

Annual  average  increase,  1962—66 

7^0 

15^5 

8^2 

d.istribu.tiori 

6-99  beds: 

1962   .     

100.0 

57.0 

5.2 

37.9 

1966 

100.0 

55.2 

6.7 

38.1 

100-199  beds: 

1962     - 

100.0 

60.1 

5.3 

34.6 

1966 

100.0 

59.2 

6.8 

34.0 

200-299  beds: 

1962   

100.0 

64.9 

4.5 

30.6 

1966    

100.0 

62.7 

5.1 

32.2 

300-499  beds: 

1962  

100.0 

61.2 

5.6 

33.1 

1966  

100.0 

61.1 

5.3 

33.6 

500  or  more  beds: 

1962  

100.0 

65.6 

2.9 

31.5 

1966  

100.0 

64.0 

3.9 

32.1 
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Table  17. — Labor  and  capital  hospital  inputs,  by  bed  size  of  hospital,  1962-66 


Bed  size  and  year 

Full-time  equivalent 
employees^ 

Annual 
average 
earnings^ 

Plant  assets 

Total  (in 
thousands) 

Per  100 
daily  census 

Total  (in 
millions) 

Per  daily 
census 

6-99  beds: 



1962  

213 

225 

$2,761 

$1,415 

$14,960 

1966    

236 

234 

3,246 

1,852 

18,367 

Percentage  increase,  1962-66 

10.8 

4.0 

17.6 

30.9 

22.8 

Annual  average  increase, 

1962-66  

2.6 

1.0 

4.1 

7.0 

5.3 

100-199  beds: 

1962  

241 

237 

S2,954 

$1,715 

$16,887 

286 

241 

3,569 

2,354 

19,825 

Percentage  increase,  1962-66 

18.7 

1.7 

20.8 

37.3 

17.4 

Annual  average  increase, 

1962-66  

4.4 

0.4 

4.8 

8.2 

4.1 

200-299  beds: 

1962  

253 

238 

$3,238 

$1,637 

$15,397 

1966   

281 

250 

3,915 

2,573 

22,921 

Percentage  increase,  1962-66 

11.1 

5.0 

20.9 

57.2 

48.9 

Annual  average  increase, 

2.7 

1.2 

4.9 

12.0 

10.5 

300-499  beds: 

1962  

265 

246 

$3,319 

$2,185 

120,329 

353 

262 

4 ,012 

3,153 

23,417 

Percentage  increase,  1962-66 

33.2 

6.5 

20.9 

44.3 

15.2 

Annual  average  increase. 

7.4 

1.6 

4.9 

9.6 

3.6 

1962-66  

500  or  more  beds : 

1962   

272 

282 

$3,501 

$2,019 

$20,935 

1966  

364 

315 

4,113 

3,053 

26,410 

Percentage  increase,  1962-66 

33.8 

11.7 

17.5 

51.2 

26.2 

Annual  average  increase. 

1962-66  

7.6 

2.8 

4.1 

10.9 

6.0 

1  Calculated  by  adding  one-half  of  part-time  employees  to  full-time  employees. 

2  Calculated  by  dividing  payroll  expenses  by  full-time  equivalent  employees. 


Table  18. — Annual  average  increase  in  components  of  hospital  operating  expenses 
per  patient  day,  by  bed  size  of  hospital,  1962-66 


Item 

6-99 

100-199 

200-299 

300-499 

500  or 

beds 

beds 

beds 

beds 

more  beds 

Total  operating  expenses  per  patient 

day    

6.0 

5.6 

7.1 

6.6 

7.7 

Payroll  expenses  per  patient  day    

5.1 

5.2 

6.2 

6.5 

7.0 

Annual  average  salary  

4.1 

4.8 

4.9 

4.9 

4.1 

Labor  inputs  per  patient  day_   

.8 

.4 

1.2 

1.6 

2.8 

Capital  expenses  per  patient  day  

13.3 

12.5 

10.5 

5.2 

15.5 

Price  of  capital  inputs   

4.7 

4.7 

4.7 

4.7 

4.7 

Capital  inputs  per  patient  day   

8.2 

7.5 

5.5 

.5 

10.3 

Other  expenses  per  patient  day  

6.1 

5.1 

8.5 

6.9 

8.2 

Consumer  price  index  . 

1.8 

1.8 

1.8 

1.8 

1.8 

Other  inputs  per  patient  day  

4.3 

3.2 

6.5 

5.1 

6.3 

Price  of  all  inputs-.        -  _  

13.2 

23.8 

3  3.9 

«3.9 

63.4 

12.6 

2  1.8 

3  3.2 

42.7 

64.1 

1  Weights  are  .554  for  payroll  expenses,  .060  for  capital  expenses,  and  .386  for  other  expenses. 

2  Weights  are  .598  for  payroll  expenses,  .055  for  capital  expenses,  and  .347  for  other  expenses. 

3  Weights  are  .623  for  payroll  expenses,  .045  for  capital  expenses,  and  .332  for  other  expenses. 
^  Weights  are  .612  for  payroll  expenses,  .054  for  capital  expenses,  and  .334  for  other  expenses. 
6  Weights  are  .669  for  payroll  expenses,  .032  for  capital  expenses,  and  .300  for  other  expenses. 
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Table  19. — Hospital  employees  per  daily  census  and  annual  average  earnings  for 
various  types  of  employees,  1962-66 


Year 

A  11 
All 

employees 

Adminis- 
trative 

Dietary 

House- 
hold 
and 
property 

Profes- 
sional 
patient 
care 

Other 

Employees  per 

daily  census 

1962  .. 

2.46 

0.21 

0.26 

0.34 

1.45 

0.19 

1963  

2.51 

.22 

.27 

.34 

1.48 

.20 

2.54 

.22 

.26 

.35 

1.52 

.19 

1965  

2.59 

.24 

.26 

.34 

1.56 

.19 

2.61 

.25 

.26 

.34 

1.55 

.22 

Percentage  increase,  1962—66  

6.1 

19.1 

0 

0 

6.9 

15.8 

Annual  average  increase, 

1.5 

4.5 

0 

0 

1.7 

3.7 

1962-66    

Annual  average  earnings 

1962  

$3,176 

$4,077 

$2,373 

$2,735 

$3,418 

$2,213 

1963  

3,317 

3,918 

2,529 

2,891 

3,642 

2,000 

1964  

3,438 

4,097 

2,617 

2,966 

3,746 

2,227 

1965  

3,577 

4,201 

2,774 

2,661 

3,951 

2,491 

1966  

3,816 

4,131 

2,965 

3,384 

4,217 

2,286 

Percentage  increase,  1962-66  

20.2 

1.3 

24.9 

23.7 

23.4 

3.3 

Annual  average  increase. 

.8 

1962-66  

4.7 

.3 

5.7 

5.5 

5.4 

Table  20. — Distribution  of  payroll  expenses  among  types  of  employees,  1962-66 


House- 

Profes- 

Total 

Adminis- 

Dietary 

hold 

sional 

Other 

payroll 

trative 

and 

patient 

expenses 

property 

care 

Per  patient  daj'^ 


1962    

$21.36 

$2.39 

$1.72 

$2.52 

$13.58 

$1.15 

1963..    

22.79 

2.38 

1.84 

2.73 

14.76 

1.07 

1964...   

23.96 

2.51 

1.89 

2.81 

15.56 

1.18 

1965    

25.34 

2.72 

2.01 

2.46 

16.84 

1.32 

1966.   

27.28 

2.79 

2.10 

3.12 

17.91 

1.37 

Percentage  increase,  1962-66-.. 

27.7 

16.7 

22.1 

23.8 

31.9 

19.1 

Annual  average  increase. 

1962-66   

6.3 

3.9 

5.1 

5.5 

7.2 

4.5 

Percentage  distribution 

1962  

100.00 

11.2 

8.0 

11.8 

63.6 

5.4 

1963    

100.00 

10.4 

8.1 

12.0 

64.8 

4.7 

1964    

100.00 

10.5 

7.9 

11.7 

65.0 

4.9 

1965   

100.00 

10.7 

7.9 

9.7 

66.5 

5.2 

1966    

100.00 

10.2 

7.7 

11.4 

65.6 

5.0 
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Table  21. — Hospital  employees  per  daily  census  and  annual  average  earnings  for 
various  types  of  employees,  by  type  of  control,  1962-66 


Type  of  control  and  year 

All 
employees 

Adminis- 
trative 

Dietary 

House- 
hold 
and 
property 

Profes- 
sional 
patient 
care 

Other 

Employees  per  daily  census 

■NT               fi+  . 

JN  onpront  i 

1962  

2.41 

0.22 

0.27 

0.35 

1.43 

0.15 

1966  

2.57 

.24 

.26 

.35 

1.54 

.19 

Jrercentage  increasct 

1 Qfi9— fifi 

6.6 

9 . 1 

—  O  .  / 

U 

7 . 7 

26 . 7 

Annual  average  increase, 

1962-66  ,  

1.6 

2.2 

—  .9 

0 

1.9 

6.1 

J  or-pront  i 

1962  

1.87 

.26 

.22 

.23 

1.08 

.08 

1966   .._ 

2.01 

.30 

.21 

.23 

1.18 

.09 

Jrercentage  increase, 

1  QRO_flfi 

7.5 

15.4 

-4.6 

0 

9.3 

12.5 

Annual  average  increase. 

1962-66  

1.8 

3.6 

-1.1 

0 

2.3 

3.0 

State  and  local  government: 

1962 

2.69 

.19 

.27 

.32 

1.57 

.34 

1966  

2.87 

.26 

.26 

.33 

1.68 

.35 

PGrc6iita<gG  incrcQiSGi 

1962-66  '..  

6.7 

36.8 

-3.7 

3.1 

7.0 

2.9 

Annual  average  increase, 

1 Qfi2-fifi 

1.6 

8.1 

-.9 

.8 

1.7 

.7 

Annual  average  earnings 

Nonprofit' 

1962  

$3,221 

$3,554 

$2,382 

$2,727 

$3,490 

$2,789 

1966     

3,905 

4,284 

2,988 

3,396 

4,299 

2,392 

PcrCGIltS/gG  illCr63(SG, 

1 Qfi2-fifi 

21.2 

20.5 

25.4 

24.5 

23.2 

-14.2 

Annual  average  increase. 

1962-66  

4.9 

4.8 

5.8 

5.6 

5.4 

-3.4 

For-profit ' 

1962   

2,421 

3,309 

1,680 

1,775 

2,565 

1,470 

1966  _   

2,978 

3,502 

2,191 

2,115 

3,188 

2,549 

Percentage  increase. 

1962-66 

23.0 

5.8 

30.4 

19.2 

24.3 

73.4 

Annual  average  increase, 

1962-66   

5.3 

1.4 

6.9 

4.5 

5.6 

14.8 

State  and  local  government : 

1962    

3,156 

6,022 

2,458 

2,890 

3,334 

1,510 

1966  

3,704 

3,862 

3,037 

3,537 

4,148 

2,098 

Percentage  increase, 

1962-66   

17.4 

-35.9 

23.6 

22.4 

24.4 

38.9 

Annual  average  increase, 

1962-66  

4.1 

-8.0 

5.4 

5.2 

5.6 

8.6 
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Table  22. — Distribution  of  pajToll  expenses  among  types  of  employees,  by  type  of 
control,  1962-66 


House- 

Profes- 

Total 

Adminis- 

Dietary- 

hold 

sional 

Other 

Tj'pe  of  control  and  j^ear 

payroll 

trative 

and 

patient 

expenses 

property 

care 

Nonprofit : 
1962... 
1966.-- 


Percentage  increase, 
1962-66  .  

Annual  average  increase, 
1962-66  


For-profit : 
1962--. 
1966--- 


Percentage  increase, 
1962-66  

Annual  average  increase, 
1962-66  


State  and  local  government: 

1962  

1966   


Percentage  increase, 
1962-66  .  

Annual  average  increase, 
1962-66  


Per  patient  day 


$21.30 
27.48 

$2.12 
2.81 

$1.73 
2.14 

$2.61 
3.22 

$13.72 
18.09 

$1.12 
1.22 

29.0 

32.6 

23.7 

23.4 

31.9 

8.9 

6.6 

7.3 

5.5 

5.4 

7.2 

2.2 

$12.38 
16.38 

$2.35 
2.83 

$1.03 
1.28 

$1.10 
1.30 

$7.59 
10.31 

$0.31 
.65 

32.3 

20.4 

24.3 

18.2 

35.8 

109.7 

7.2 

4.8 

5.6 

4.3 

8.0 

20.0 

$23.25 
29.12 

$3 . 17 
2.73 

$1.80 
2.17 

$2.55 
3.20 

$14.32 
19.05 

$1.40 
1.98 

25.3 

-13.9 

20.6 

25.5 

33.0 

41.4 

5.8 

-3.3 

4.8 

5.8 

7.4 

9.1 

Percentage  distribution 


Nonprofit : 

1962  

100.0 

10.0 

8.1 

12.2 

64.4 

5.3 

1966   .- 

100.0 

10.2 

7.8 

11.7 

65.8 

4.4 

For-profit : 

1962  

100.0 

19.0 

8.3 

8.9 

61.3 

2.5 

1966   

100.0 

17.3 

7.8 

8.0 

62.9 

4.0 

State  and  local  government: 

1962  

100.0 

13.7 

7.8 

11.0 

61.6 

5.9 

1966  

100.0 

9.4 

7.4 

11.0 

65.4 

6.8 
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Table  23. — Hospital  employees  per  daily  census  and  annual  average  earnings  for 
various  types  of  employees,  by  bed  size  of  hospital,  1962-66 


House- 

Profes- 

"RpH Qiyp  sinrl  VAnr 

All 

Adminis- 

Dietary 

hold 

sional 

Other 

employees 

trative 

and 

patient 

property 

care 

Employees  per  daily  census 

6-99  beds: 

1962 

2.25 

0  24 

0  26 

0.29 

1 .32 

0. 14 

1966  

2134 

.26 

!27 

!28 

l!39 

!l4 

Percentage  increase, 

1962-66  

4.5 

8.3 

3.9 

-3.4 

5.3 

0 

RVGr&^c  incrcRSB} 

1962-^6  -  

1.0 

2.0 

1.0 

-.9 

1.3 

0 

100-199  beds: 

1962 

2  37 

21 

28 

32 

1  42 

14 

1966  

2!41 

!23 

'.27 

'.33 

l!45 

.12 

Percentage  increase, 

1962-66  

1.7 

9.5 

-3.6 

3.1 

2.1 

-14.3 

^uuurI  s-VGrO/^G  mcrGS-sGi 

1962-66  

.4 

2.3 

-.9 

.8 

.5 

-3.4 

200-299  beds: 

1962 

2  38 

.19 

26 

34 

1 .50 

.  10 

1966  

2150 

!22 

!24 

!32 

l!56 

!l7 

Percentage  increase, 

1962-66   -- 

5.1 

15.8 

-7.7 

-5.9 

4.0 

70.0 

A.niiU3/l  avcr&gG  incrcdisc. 

1962-66   

1 .2 

3 . 7 

—  1.9 

—  1 .4 

1 .0 

14.2 

300-499  beds: 

1962 

2.46 

.22 

.26 

.38 

1.41 

.19 

1966   

2.62 

.25 

.25 

.36 

1.53 

.22 

Percentage  increase, 

1962-66  

6.5 

10.7 

-3.8 

-5.3 

8.5 

15.8 

Annual  average  increase. 

1  rico  act 

19D2-ob  

1.6 

2.6 

-1.0 

-1.3 

2.1 

3.7 

500  or  more  beds: 

1962  

2.82 

.21 

.26 

.35 

1.61 

.40 

1966   

3.15 

.28 

.27 

.37 

1.80 

.42 

Percentage  increase. 

1962-66 

11.7 

29.5 

3.8 

5.7 

11.8 

5.0 

Annual  average  increase. 

1962-66  

2.8 

6.7 

1.0 

1.4 

2.8 

1.2 

Annual  average  earnings 

6-99  beds: 

1962 

$2,761 

$3,248 

$1,956 

$2,221 

$3,049 

$1,804 

1966  

3,246 

3,818 

2,366 

2,767 

3,470 

2,603 

Percentage  increase. 

1962-66   

17.6 

17.5 

21.0 

24.6 

13.8 

44.3 

Annual  average  increase. 

4.1 

4.1 

4.9 

5.7 

3.3 

9.6 

100-199  beds: 

1962  

$2,954 

$3,377 

$2,057 

$2,421 

$3,110 

$3,753 

1966   

3,569 

4,065 

2,682 

2,840 

3,924 

2,244 

Percentage  increase. 

1962-66   

20.8 

20.4 

30.4 

17.3 

26.2 

-38.1 

Annual  average  increase. 

1962-66  

4.8 

4.8 

6.9 

4.1 

6.0 

-8.4 
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Table  23. — Continued 


Bed  size  and  year 

All 
employees 

Adminis- 
trative 

Dietary 

House- 
hold 
and 
property 

Profes- 
sional 
patient 
care 

Other 

Annual  average  earnings 

200-299  beds: 

1962   

$3,238 

$3,983 

$2,356 

$2,812 

$3,393 

$3,261 

1966  

3,915 

4,278 

2,880 

3,454 

4,254 

2,678 

Percentage  increase, 

1962-66  _   

20.9 

7.4 

22.2 

22.8 

25.4 

—  17.9 

Annual  average  increase, 

1962-66  

4.9 

1.8 

5.1 

5.3 

5.8 

-4.2 

300-499  beds: 

1962   

$3,319 

$3,439 

$2,525 

$2,848 

$3,709 

$2,350 

1966  

4,012 

4,095 

3,189 

3,518 

4,432 

2,754 

Percentage  increase, 

1962-66 

20.9 

19.1 

26.3 

23.5 

19.5 

17.2 

Annual  average  increase, 

1962-66  

4.9 

4.5 

6.0 

5.4 

4.6 

4.1 

500  or  more  beds: 

1962  

$3,501 

$6,548 

$3,001 

$3,242 

$3,745 

$1,421 

1966  

4,113 

4,372 

3,598 

4,071 

4,714 

1,741 

Percentage  increase. 

1962-66  

17.5 

-33.2 

19.9 

25.6 

25.9 

22.5 

Annual  average  increase. 

1962-66  

4.1 

-7.4 

4.6 

5.9 

5.9 

5.2 
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Table  24. — Distribution  of  payroll  expenses  among  types  of  employees,  by  bed  size 
of  hospital,  1962-66 


House- 

Profes- 

Total 

Adminis- 

Dietary 

hold 

sional 

Other 

Bed  size  and  year 

payroll 

trative 

and 

patient 

expenses 

property 

care 

Per  patient  day 

6-99  beds: 

1962  

$17.03 

$2.12 

$1 .40 

$1 .77 

$11 .06 

$0.68 

1966 

20.81 

2 .73 

1 .72 

2. 15 

13^19 

1  !o2 

Percentage  increase,  1962-66. 

22.2 

28.8 

22.9 

21.5 

19.3 

50,0 

Annual  average  increase, 

1962-66 

5.1 

6.5 

5.3 

5.0 

4.5 

10.7 

100-199  beds: 

1962  

$19.22 

$1.96 

$1 .57 

$2.13 

$12.14 

$1.41 

1966 

23.53 

2.61 

1 .95 

2.56 

15.61 

.79 

Percentage  increase,  1962-66. 

22.4 

33.2 

24.2 

20.2 

28.6 

-44.0 

Annual  average  increase. 

1962-66 

5.2 

7.4 

5.6 

4.7 

6.5 

—9.6 

200-299  beds: 

1962  

$21.11 

$2.04 

$1.66 

$2.63 

$13.88 

$0.90 

1966 

26.83 

2.57 

1.87 

3.05 

18.09 

1 .26 

Percentage  increase,  1962-66. 

27.1 

26.0 

12.7 

16.0 

30.3 

40.0 

Annual  average  increase, 

1962-66 

6.2 

6.0 

3.0 

3.8 

6,8 

8.8 

300-499  beds: 

1962  

$22.38 

$2.09 

$1.85 

$2.94 

$14.27 

$1.23 

1966          _         -  -   

28.81 

2.75 

2.22 

3.47 

18.68 

1.68 

Percentage  increase,  1962-66. 

28.7 

31.6 

20.0 

18.0 

30.9 

36.6 

Annual  average  increase. 

1962-66  

6.5 

7.1 

4.7 

4.2 

7.0 

8.1 

500  or  more  bsdsi 

1962  

$27.02 

$3.82 

$2.09 

$3.09 

$16.48 

$1.54 

1966 

35.46 

3.30 

2.65 

4.18 

23.31 

2.01 

Percentage  increase,  1962-66. 

31.2 

-13.6 

26.8 

35.3 

41.4 

30.5 

Annual  average  increase, 

1962-66 

7.0 

-3.2 

6.1 

7.9 

9.0 

6.9 

Percentage  distribution 

6-99  beds: 

1962    

100.0 

12.4 

8.2 

10.4 

65.0 

4.0 

1966 

100.0 

13.1 

8.3 

10.3 

63.4 

4.9 

100-199  beds: 

1962  

100.0 

10.2 

8.2 

11.1 

63.2 

7.3 

1966 

100.0 

11.1 

8.3 

10.9 

66.3 

3.4 

200-299  beds: 

1962.  _.   

100.0 

9.7 

7.9 

12.5 

65.8 

4.3 

1966  

100.0 

9.6 

7.0 

11.4 

67.4 

4.7 

300-499  beds: 

1962  

100.0 

9.3 

8.3 

13.2 

63.8 

5.5 

1966  

100.0 

9.5 

7.7 

12.0 

64.9 

5.8 

500  or  more  beds: 

1962.   

100.0 

14.1 

7.7 

11.4 

61.0 

5.7 

1966  

100.0 

9.3 

7.5 

11.8 

65.7 

5.7 
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Table  25. — Composition  of  hospital  plant  assets,  1962-66 


Year 

Total 
plant 
assets 

Land 
and 
land 
im- 
prove- 
ments 

Build- 
ings 

Major 
equip- 
ment 

Minor 
equip- 
ment 

Under 
con- 
struc- 
tion 

Other 

1962  

1966  

Percentage  increase,  1962-66  . 

Annual  average  increase,  1962-66.  _ 

1962  

1966  

PGrcGritR'^'G  incrGS'SG  1962  66 

Annual  average  increase,  1962-66.. 

1962  

1966  

Plant  assets  (in  millions) 

$8,971 
12,985 

44.7 
9.7 

$343 
525 

53.2 
11.3 

$5,734 
7,987 

39.3 
8.6 

$1,819 
2,972 

63.4 
13.1 

$37 
65 

75.1 
15.0 

$536 
523 

-2.4 
-.6 

$502 
912 

81.7 
16.1 

Per  daily  census 

$17,716 
22,308 

25.9 
5.9 

$677 
902 

33.2 
7.4 

$11,324 
13,722 

21.2 
4.9 

$3,591 
5,106 

42.2 
9.2 

$73 
112 

53.4 
11.3 

$1,059 
899 

-15.1 
-3.6 

$992 
1,567 

58.0 
12.1 

Percentage  distribution 

100.0 
100.0 

3.8 
4.0 

63.9 
61.5 

20.3 
22.9 

0.4 
.5 

6.0 
4.0 

5.6 
7.0 

Table  26. — Composition  of  hospital  beds,  1962-66 


Year 

Total 

Obstet- 

Pediatric 

Intensive 

Other  1 

beds  1 

rical 

care 

Beds  (in  thousands) 

1962  

652 

85 

62 

4 

501 

1963  

671 

84 

64 

9 

515 

1964  

694 

84 

66 

9 

535 

1965  

715 

84 

68 

11 

552 

1966  

739 

84 

69 

14 

572 

Percentage  increase,  1962-66   

13.3 

-1.9 

12.0 

274.1 

14.2 

Annual  average  increase,  1962-66..  . 

3.2 

-.5 

2.9 

39.0 

3.4 

Percentage  distribution 

1962  

100.0 

13.1 

9.4 

0.9 

76.9 

1963  

100.0 

12.5 

9.5 

1.3 

76.7 

1964  

100.0 

12.1 

9.5 

1.3 

77.1 

1965   

100.0 

11.7 

9.5 

1.5 

77.2 

1966   

100.0 

11.3 

9.3 

1.9 

77.4 

1  Excludes  newborn  bassinets. 
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Table  27. — Con!position  of  plant  assets,  by  type  of  control,  1962-66 


Type  of  control  and  year 

Total 
plant 
assets 

Land 
and 
land 
im- 
prove- 
ments 

Build- 
ings 

Major 
equip- 
ment 

Minor 
equip- 
ment 

Under 
con- 
struc- 
tion 

Other 

Per  daily  census 

Nonprofit: 

1962__  

©I  7  CQQ 

$746 

ail  onn 

$3  416 

$0/ 

1966 

oo  f^ao 
ZZ  , ooZ 

1 , 020 

13 ,806 

5 ,225 

90 

1 , 100 

1 ,420 

Percentage  increase,  1962-66  

27.0 

36.7 

22.7 

53.0 

34.3 

-15.2 

33.5 

Annual  average  increase, 

1962-66 

6.2 

8.1 

5.3 

11.2 

7.7 

-3.6 

7.5 

For-profit: 

1962__    . 

$8,105 

$195 

$3,324 

$1,825 

$0 

$95 

$667 

1966 

8,667 

400 

5,272 

2,018 

0 

249 

730 

Percentage  increase,  1962-66  

42.0 

105.1 

58.6 

10.6 

0 

162.1 

9.4 

Annual  average  increase, 

9.2 

19.7 

12.2 

2.6 

0 

27.0 

2.3 

State  and  local  government: 

1962..   

$19,542 

$564 

$13,050 

$4,442 

$106 

$540 

$839 

1966  

24,261 

655 

15,341 

5,430 

202 

432 

2,201 

Percentage  increase,  1962-66  

24.1 

16.1 

17.6 

22.2 

90.6 

20.0 

162.3 

\nnual  average  increase, 

1962-66  

5.6 

3.8 

4.1 

5.1 

17.5 

4.7 

27.0 

Percentage  distribution 

Nonprofit: 

1962.  

100.0 

4.2 

63.1 

19.1 

0.4 

7.3 

6.0 

1966  

100.0 

4.5 

60.9 

23.1 

.4 

4.9 

6.3 

For-profit : 

1962  

100.0 

3.2 

54.4 

29.9 

0 

1.6 

10.9 

1966  

100.0 

4.2 

60.8 

23.3 

0 

2.9 

8.4 

State  and  local  government: 

1962.   

100.0 

2.9 

66.8 

22.7 

.5 

2.8 

4.3 

1966  

100.0 

2.7 

63.2 

22.4 

.8 

1.8 

9.1 
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Table  28. — Composition  of  hospital  beds,  by  type  of  control,  1962-66 


Type  of  control  and  year 


Total 

Obstet- 

Pediatric 

Intensive 

Other  1 

beds  1 

rical 

care 

Beds  (in  thousands) 


■NT 

JNonpront; 

1962   

456 

64 

44 

2 

346 

1966  

515 

61 

50 

9 

396 

Percentage  increase,  1962-66  __   

13.0 

-4.5 

13.6 

256.0 

14.4 

Annual  average  increase,  1962—66 

3.1 

-1.1 

3.2 

37.0 

3.4 

For-profit: 

34 

3 

2 

0 

29 

1966  

41 

4 

2 

1 

35 

T>           J.         •                  inco  an 

23.2 

22.5 

-5.8 

22.2 

Annual  average  increase,  1962-66  

5.4 

5.2 

-1.4 

5.1 

State  and  local  government: 

1  ORO 

162 

19 

16 

1 

127 

1966  

182 

19 

17 

5 

141 

•                 inco  aa 

12.5 

3.1 

10.0 

240.5 

11.6 

3.0 

.8 

2.4 

36.0 

2.8 

Percentage  distribution 

Nonprofit: 

1962  

100.0 

14.0 

9.6 

0.5 

75.9 

1966  

100.0 

11.8 

9.7 

1.7 

76.8 

For-profit: 

1962  

100.0 

8.9 

6.2 

.0 

84.9 

1966  

100.0 

8.8 

4.8 

2.2 

84.2 

State  and  local  government: 

1962  

100.0 

11.5 

9.6 

.9 

78.0 

1966  

100.0 

10.5 

9.4 

2.7 

77.4 

Excludes  newborn  bassinets. 
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Table  29. — Cofhipositioii  of  plant  assets,  by  bed  size  of  hospital,  1962-66 


Land 

Total 

and 

Major 

Minor 

Under 

Bed  size  and  year 

plant 

land 

Build- 

equip- 

equip- 

con- 

Other 

assets 

im- 

ings 

ment 

ment 

struc- 

prove- 

tion 

ments 

Per  daily  census 

u  yy  uecio . 

1962 

1614  QfiO 

$460 

ilpy ,  yoy 

ijpo  ,  ^  /  D 

$53 

$575 

$458 

1966  

18  367 

645 

1 1  qc;q 
1 i , yoo 

/  o 

701 

X  ci  L<t;i-i  I'Mg^c;  iii^i  cdiot;,   xuxJ^    \J\J  « 

22.8 

40.2 

20.3 

32.9 

37.7 

-35.1 

53.1 

Annnnl  sivcimcrp  ini^ffiPiQA 

AUUUctl  dVtJXcXgC  IJLH^lCtXoC) 

1962-66  

5.3 

8.8 

4.7 

7.4 

8.3 

-7.8 

11.2 

100-1 QQ  hoHa- 

1  Qfi9 

$16  887 

$510 

•Rl  1  QQ2 

$100 

$530 

$597 

1966  

19  826 

627 

13  513 

4  400 

128 

1  QA 
loO 

Q71 

y/  i 

. 

xCrCGlltSj^G  in.CrC3.SGi  lyo.^   Dt3__  — 

17  A 

22.9 

12.7 

39.3 

28.0 

-64.9 

62.6 

Annual  avGragG  incr6asG» 

1962-66  

4  1 

5  3 

3.0 

8  6 

6  4 

 13  3 

12  9 

1962     _    __ 

$15,397 

$450 

$8,922 

$2,419 

$67 

$2,440 

$1,099 

1966   

22  921 

609 

12  562 

4631 

93 

1  891 

3'  135 

PcrcGntagG  incrG9-SG»  1962—66  

48.9 

35.3 

40.8 

91.4 

38.8 

-22.5 

185.3 

Annual  s-VGra^G  incrGasGi 

1962-66   

10.5 

7.9 

8.9 

17.6 

8.5 

-5.2 

30.0 

S00-4QQ  }ipH«!- 

1962 

$20,329 

$710 

$12,890 

$4,598 

$69 

$953 

$1 , 109 

1966  

23,417 

927 

14,581 

5,372 

101 

840 

1,595 

PcrCGntagG  incrGasG,  1962—66  

15.2 

30.6 

13.1 

16.8 

46.4 

-11.9 

43.8 

Annual  average  incPGasGj 

1962-66  -  

3.6 

6.9 

3.1 

4.0 

10.0 

-2.9 

9.5 

500  or  more  beds: 

1962  

$20,935 

$1,280 

$12,880 

$4,328 

$77 

$688 

$1,682 

1966  

26,410 

1,666 

15,603 

6,405 

158 

1,195 

1,382 

Percentage  increase,  1962—66  

26.2 

30.2 

21.1 

48.0 

105.2 

73.7 

17.8 

Annual  average  increascj 

1962-66  

6.0 

6.8 

4.9 

10.3 

19.7 

14.8 

4.2 

Percentage  distribution 

u  yy  ueuo. 

1962 

100.0 

3.1 

66.4 

23.2 

0.4 

3.8 

3.1 

1966 _   

100.0 

3.5 

65.1 

25.2 

.4 

2.0 

3.8 

100_1QQ  Viorlc 

luu— iyy  Decis. 

1962 

100.0 

3.0 

71.0 

18.7 

.6 

3.1 

3.5 

1966   

100.0 

3.2 

68.2 

22.2 

.6 

.9 

4.9 

1962 

100.0 

2.9 

57.9 

15.7 

.4 

15.8 

7.1 

1966. _   

100.0 

2.7 

54.8 

20.2 

.4 

8.3 

13.7 

300-499  beds: 

1962   

100.0 

3.5 

63.4 

22.6 

.3 

4.7 

5.5 

1966  

100.0 

4.0 

62.3 

22.9 

.4 

3.6 

6.8 

500  or  more  beds: 

1962  

100.0 

6.1 

61.5 

20.7 

.4 

3.3 

8.0 

1966  

100.0 

6.3 

59.1 

24.3 

.6 

4.5 

5.2 

78 


Table  30. — Composition  of  hospital  beds,  by  bed  size  of  hospital,  1962-66 


Jjed  size  and  year 

Total 

Obstet- 

Pediatric 

Intensive 

Other  1 

beds  1 

rical 

care 

(In  thousands) 

u— yy  uecis. 

1962  

143 

23 

7 

0 

113 

1966  

151 

21 

8 

2 

121 

Percentage  increase,  1962-66  

5.4 

-9.3 

4.8 

6.7 

Annual  average  increase,  1962-66.  .  

1.3 

-2.2 

1.2 

1.6 

1  nO-l  QQ  Kor1«' 

iuu  lyy  uecio. 

1962  

138 

19 

15 

1 

104 

1966  

151 

19 

17 

1 

113 

Percentage  increase,  1962-66  

9.0 

3.2 

10.9 

155.3 

8.9 

Annual  average  increase,  1962-66.  .  

2.2 

.8 

2.6 

26.0 

2.2 

zuu— zyy  Deus. 

1962    

124 

18 

14 

1 

91 

1966.     

133 

16 

15 

2 

99 

Percentage  increase,  1962-66   

6.6 

-9.6 

4.4 

372.9 

8.1 

Annual  average  increase,  1962-66  

1.6 

-2.3 

1.1 

47.0 

2.0 

ouu— 4:yy  Deas. 

1962  

131 

16 

13 

1 

101 

1966  

163 

15 

15 

5 

128 

Percentage  increase,  1962-66.   

24.4 

-2.1 

11.8 

534.2 

26.2 

Annual  average  increase,  1962-66  

5.6 

-.5 

2.8 

60.0 

6.0 

500  or  more  beds: 

lyb^   - 

115 

10 

11 

2 

91 

1966  

142 

12 

15 

3 

112 

r>         +       •               inRO  R« 

23.4 

19.0 

28.2 

86.0 

22.1 

Annual  average  increase,  1962-66  

5.4 

4.4 

6.4 

16.8 

5.1 

Percentage  distribution 

o— yy  Deas. 

1962 

100.0 

15.8 

5.1 

0.1 

78.9 

1966  

100.0 

13.6 

5.1 

1.3 

79.9 

lOD— 1QQ  horlc- 

iwu— lyy  Deas. 

1962 

100.0 

13.4 

11.1 

.4 

75.1 

1966  

100.0 

12.7 

11.3 

1.0 

75.0 

9nn-9QQ  Vi<iri«- 

zuu— ^yy  Deus. 

1962 

100.0 

14.5 

11.5 

.4 

73.5 

1966  

100.0 

12.3 

11.3 

1.8 

74.6 

300-499  beds: 

1962  

100.0 

12.0 

10.0 

.6 

77.4 

1966  

100.0 

9.4 

9.0 

3.1 

78.5 

500  or  more  beds: 

1962    

100.0 

9.0 

9.9 

1.6 

79.5 

1966  

100.0 

8.7 

10.3 

2.4 

78.6 

Excludes  newborn  bassinets. 
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Table  34. — Source  of  hospital  revenue,  1962-66 


Year 

Total 

Net  patient 

Contri- 

Other 

revenue 

revenue 

butions 

revenue 

Revenue  (in  millions) 

1962  

$6,584 

$5,768 

$155 

$661 

1963  

7,100 

6,260 

173 

667 

1964  

7,890 

6,965 

197 

728 

1965  

8,715 

7,714 

206 

794 

1966  

9,859 

8,757 

232 

870 

Percentage  increase,  1962-66-.   

49.7 

51.8 

49.7 

31.6 

Annual  average  increase,  1962-66.  .  

10.6 

11.0 

10.6 

7.1 

Per  patient  day 

1962  

$35.62 

$31.20 

$0.84 

$3.58 

1963  

37.96 

33.47 

.92 

3.57 

1964  

40.39 

35.66 

1.01 

3.72 

1965  

42.77 

37.86 

1.01 

3.90 

1966  

46.40 

41.22 

1.09 

4.10 

Percentage  increase,  1962-66     _ 

30.3 

32.1 

29.8 

14.5 

Annual  average  increase,  1962-66   .. 

6.8 

7.2 

6.7 

3.4 

Percentage  distribution 


1962 
1963 
1964 
1965 
1966 


100.0 
100.0 
100.0 
100.0 
100.0 


87.6 
88.2 
88.3 
88.5 
88.8 


2.4 
2.4 
2.5 
2.4 
2.3 


10.0 
9.4 
9.2 
9.1 
8.8 


Table  35. — Departmental  patient  revenue  per  patient  day,  1962-66 


Year 


1962.   

1963  

1964   

1965  

1966  

Percentage  increase, 
1962-66  

Annual  average  in- 
crease, 1962-66... 


1962 
1963 
1964 
1965 
1966 


Gross 
patient 
revenue 

Room 

and 
board 

Operat- 
ing 
room 

Radiol- 
ogy 

Labora- 
tory 

Phar- 
macy 

Other 
inpatient 
revenue 

Out- 
patient 
revenue 

Per  patient  day 


$34.99 

$16.50 

$3.26 

$2.26 

$3.37 

$3.14 

$3.67 

$2.80 

37.50 

17.74 

3.42 

2.47 

3.66 

3.21 

4.10 

2.91 

39.97 

19.04 

3.50 

2.64 

3.89 

3.31 

4.43 

3.16 

42.40 

19.89 

3.68 

2.79 

4.29 

3.41 

4.93 

3.42 

46.13 

21.40 

3.93 

3.03 

4.63 

3.69 

5.51 

3.94 

31.8 

29.7 

20.6 

34.1 

37.4 

17.5 

50.1 

40.7 

7.1 

6.7 

4.8 

7.6 

8.3 

4.1 

10.7 

8.9 

Percentage  distribution 

100.0 

47.2 

9.3 

6.5 

9.6 

9.0 

10.5 

8.0 

100.0 

47.3 

9.1 

6.6 

9.8 

8.6 

10.9 

7.8 

100.0 

47.6 

8.8 

6.6 

9.7 

8.3 

11.1 

7.9 

100.0 

46.9 

8.7 

6.6 

10.1 

8.0 

11.6 

8.1 

100.0 

46.4 

8.5 

6.6 

10.0 

8.0 

11.9 

8.5 

84 


Table  36. — Source  of  hospital  revenue,  by  type  of  control,  1962-66 


X  y            KJl    K^yjLLliLKJL    CLLIKX   ^  Cdl 

Total 

Net  patient 

Contri- 

Other 

revenue 

revenue 

butions 

revenue 

Per  patient  day 

JN  onproiit . 

1962  

$35.43 

$32.96 

$0.79 

$1.68 

1966  

46.39 

43.25 

.82 

2.33 

Percentage  increase,  1962-66.    

30.9 

31 .2 

3 . 8 

38.7 

Annual  average  increase,  1962-66  

7.0 

7.0 

.9 

8.5 

X*  or~proii  L I 

1962  

$29.31 

$27.40 

$0.00 

$1.91 

1966  

38.93 

37.07 

.00 

$1.86 

Percentage  increase,  1962-66  

32.8 

35  3 

0 

—2 . 6 

Annual  average  increase,  1962-66  

7'a 

7!9 

0 

-!6 

State  and  local  government: 

1962  

$37.38 

$26.75 

$1 . 15 

$9.48 

1966  

48!  10 

35!95 

2'.18 

9!97 

.  1QRO_RR 

28.7 

34.4 

89.6 

5.2 

Annual  average  increase,  1962-66  

6.5 

7.7 

17.3 

1.3 

Percentage 

distribution 

Nonprofit: 

1962.   

100.0 

93.0 

2.2 

4.8 

1  Q<^A 

100.0 

93.2 

1.8 

5.0 

For-profit : 

1962   

100.0 

93.5 

0 

6.5 

1966  

100.0 

95.2 

0 

4.8 

State  and  local  government: 

1962  

100.0 

71.6 

3.1 

25.4 

1966  

100.0 

74.7 

4.5 

20.7 

85 


Table  37. — Departmental  patient  revenue  per  patient  day,  by  type  of  control,  1962-66 


Type  of  control 

Gross 

Room 

Operat- 

Radiol- 

Labora- 

Phar- 

Other 

Out- 

and year 

patient 

and 

ing 

ogy 

tory 

macy 

inpatient 

patient 

revenue 

board 

room 

revenue 

revenue 

Per  patient  day 

Nonprofit: 

1962. 

$36.27 

$17.57 

$3.49 

$2.41 

$3.52 

$3.09 

$3.68 

$2.51 

1966.-   

47.88 

22.79 

4.26 

3.19 

4.90 

3.67 

5.29 

3.78 

Percentage  in- 

crease, 1962-66-- 

32.0 

29 .7 

22  1 

32  4 

39  2 

io  .  0 

A'i  Q 

ou .  0 

Annual  average 

increase, 

1962-66..   

7.2 

6.7 

5  1 

7.3 

8.6 

4 .4 

9  5 

10  8 

For-profit: 

1962.                  -  - 

$30. 18 

$15  18 

$2 .60 

$2  15 

$2  47 

$5  13 

$1  97 

$>>J .  oy 

1966...  -  --   

39!  17 

17 '.23 

2!98 

2!61 

3!l8 

5!06 

5!97 

2.15 

Percentage  in- 

crease,  1962-66- 

29.8 

13.5 

14.6 

21.4 

28.7 

-1.4 

203.0 

211.6 

Annual  average 

increase. 

lyoz-bb  

6.7 

3.2 

3.5 

5.0 

6.5 

-.3 

32.0 

33.0 

State  and  local 

government : 

1962  

$32.13 

$13.58 

$2.70 

$1.85 

$3.08 

$2.89 

$3.95 

$4.09 

1966  

42.35 

18.09 

3.16 

2.63 

4.15 

3.44 

6.06 

4.83 

Percentage  in- 

crease, 1962-66.. 

31.8 

33.2 

17.0 

42.2 

34.7 

19.0 

53.2 

18.1 

Annual  average 

increase. 

1962-66  

7.1 

7.4 

4.0 

9.2 

7.7 

4.4 

11.2 

4.2 

Percentage  distribution 

Nonprofit : 

1962.  -.-   

100.0 

48.4 

9.6 

6.6 

9.7 

8.5 

10.1 

6.9 

1966  

100.0 

47.6 

8.9 

6.7 

10.2 

7.7 

11.0 

7.9 

For-profit: 

1962  

100.0 

50.3 

8.6 

7.1 

8.2 

17.0 

6.5 

2.3 

1966  

100.0 

44.0 

7.6 

6.7 

8.1 

12.9 

15.2 

5.5 

State  and  local 

government : 

1962  

100.0 

42.3 

8.4 

5.8 

9.6 

9.0 

12.3 

12.7 

1966  

100.0 

42.7 

7.5 

6.2 

9.8 

8.1 

1 

14.3 

11.4 

86 


Table  38. — Source  of  hospital  revenue,  by  bed  size  of  hospital,  1962-66 


Bed  size  and  year 

Total 

Net  patient 

Contri- 

Other 

revenue 

revenue 

butions 

revenue 

Per  patient  day 


6-99  beds: 

1962  

$31.46 

$29.55 

$0.64 

$1.27 

1966 

39.85 

38.15 

.35 

1 .35 

Percentage  increase,  1962-66    _ 

26.7 

29.1 

-45.3 

6.3 

Annusl  SfVcfr^g  incrGS-SG  1962 — 6G 

6.1 

6.6 

—9.8 

1 .5 

100-199  beds: 

1962  

$32.97 

$30.59 

$1.08 

$1.29 

1966 

41 .39 

38.68 

1 . 18 

1 . 54 

Percentage  increase,  1962-66-..  .   

25.5 

26.4 

9.3 

19.4 

5.8 

6.0 

2 . 2 

4.5 

200-299  beds: 

1962  

$34.22 

$30.80 

$0.29 

$3.12 

1966 

45.10 

41 .50 

.27 

3 .33 

Percentage  increase,  1962-66-  .  ..  

31.8 

34.7 

-6.9 

6.7 

Annual  average  increase,  1962-66   

7.2 

7.7 

-1.7 

1.6 

1962  

$37.43 

$34.61 

$0.76 

$2.06 

1966 

48.49 

44.36 

.84 

3.29 

Percentage  increase,  1962-66   .  . 

29.5 

28.2 

10.5 

59.7 

Annual  average  increase,  1962-66  

6.7 

6.4 

2.5 

12.4 

•500  or  more  beds' 

1962  1  

$42.02 

$30.12 

$1.47 

$10.43 

1966  

56.11 

42.56 

2.76 

10.80 

Percentage  increase  1962—66 

33.5 

41.3 

87.8 

3.5 

Annual  average  increase,  1962-66             _  . 

7.5 

9.0 

17.1 

.9 

Percentage  distribution 

Q_99  beds: 

1962 

100.0 

93.9 

2.0 

4.0 

1966    

100.0 

95.7 

.9 

3.4 

100-199  beds: 

1962  

100.0 

92.8 

3.3 

3.9 

1966  

100.0 

93.4 

2.8 

3.7 

200-299  beds: 

1962  

100.0 

90.0 

.8 

9.1 

1966  

100.0 

92.0 

.6 

7.4 

300-499  beds: 

1962  

100.0 

92.5 

2.0 

5.5 

1966  

100.0 

91.5 

1.7 

6.8 

500  or  more  beds: 

1962  

100.0 

71.7 

3.5 

24.8 

1966  

100.0 

75.8 

4.9 

19.2 

87 


Table  39. — Departmental  patient  revenue  per  patient  day,  by  bed  size  of  hospital, 
1962-66 


Gross 

Room 

Operat- 

Radiol- 

Labora- 

Phar- 

Other 

Out- 

Bed size  and  year 

patient 

and 

ing 

ogy 

tory 

macy 

inpatient 

patient 

revenue 

board 

room 

revenue 

revenue 

Per  patient  day- 

6-99  beds: 

1962. _     -  _ 

SSI. 68 

$14.71 

$3.22 

$2.17 

$2.78 

$4.13 

$2.77 

$1.89 

1966  

40.65 

18.38 

3.74 

2.98 

3.80 

4.71 

4.66 

2.37 

Percentage  in- 

crease, 1962-66__ 

28.3 

24.9 

16.1 

37.3 

36.7 

14.0 

68.2 

25.4 

Annual  average 

increase, 
1962-66  

6.4 

5.7 

3.8 

8.2 

8. 1 

3 .3 

13 .9 

5.8 

100-199  beds: 

1962_       _  _  -  _ 

$33.21 

$16.94 

$3.30 

$2.30 

$3.11 

$3.32 

$2.45 

$1.79 

1966  

41 .87 

20.91 

3.80 

2.80 

3.93 

3.76 

3.56 

3. 12 

Percentage  in- 

crease, 1962-66_- 

26.1 

23.4 

15.2 

21.7 

26.4 

13.3 

45.3 

74.3 

Annual  average 

increase. 

1962-66  

A  n 
D  .  U 

5.4 

Q  P. 
O  .  D 

0 .  u 

D .  u 

0  .  Z 

9 . 8 

14 .9 

200-299  beds: 

1962.   

$33.02 

$16.03 

$3.33 

$2.36 

$3.41 

$3.08 

$2.89 

$1.92 

1966  

44.48 

21 .34 

4. 16 

3.29 

4.57 

3.78 

4 .56 

2.78 

Percentage  in- 

crease,  19d2-dd-- 

34.7 

33.1 

24.9 

39.4 

34.0 

22.7 

57.8 

44.8 

Annual  average 

increase. 

1962-66  

7  7 

7  A 

K  7 

s  7 

7  R 

5  2 

12  1 

9  7 

c>UU-499  beds: 

1962  

$39 . 58 

$18.49 

$3.40 

$2  44 

$3  89 

$2  95 

$4.86 

$3.54 

1966  

50149 

23!  24 

4!  14 

s'.io 

5!l6 

3!42 

6!38 

5104 

Percentage  in- 

crease,  1962-00-- 

27.6 

25.7 

21.8 

27.0 

32.6 

15.9 

31.3 

42.4 

Annual  average 

increase, 

1962-66  

6.3 

5.9 

5.1 

6.2 

7.3 

3.8 

7.1 

9.2 

500  or  more  beds: 

1962  

$37.19 

$16.07 

$3.01 

$2.01 

$3.59 

$2.24 

$5.35 

$4.92 

1966  

51.80 

22.46 

3.78 

2.98 

5.52 

2.93 

8.15 

5.98 

Percentage  in- 

crease, 1962-66- 

39.3 

39.8 

25.6 

48.3 

53.8 

30.8 

52.3 

21.5 

Annual  average 

increase. 

5.0 

1962-66  

8.6 

8.7 

5.9 

10.4 

11.4 

6.9 

11.1 

Percentage  distribution 


6-99  beds: 

1962  

100.0 

46.4 

10.2 

6.8 

8.8 

13.0 

8.7 

6.0 

1966  

100.0 

45.2 

9.2 

7.3 

9.3 

11.6 

11.5 

5.8 

100-199  beds: 

1962  

100.0 

51.0 

9.9 

6.9 

9.4 

10.0 

7.4 

5.4 

1966  

100.0 

49.9 

9.1 

6.7 

9.4 

9.0 

8.5 

7.5 

200-299  beds: 

1962  

100.0 

48.5 

10.1 

7.1 

10.3 

9.3 

8.8 

5.8 

1966  

100.0 

48.0 

9.4 

7.4 

10.3 

8.5 

10.3 

6.3 

300-499  beds: 

1962  

100.0 

46.7 

8.6 

6.2 

9.8 

7.5 

12.3 

8.9 

1966  

100.0 

46.0 

8.2 

6.1 

10.2 

6.8 

12.6 

10.0 

500  or  more  beds: 

13.2 

1962  

100.0 

43.2 

8.1 

5.4 

9.7 

6.0 

14.4 

1966  

100.0 

43.4 

7.3 

5.8 

10.7 

5.7 

15.7 

11.5 

88 


Table  40. — Ratio  of  patient  revenue  to  direct  costs  of  various  ancillary  services, 
1962-66 


Year 

Operating 
room 

Delivery 
room 

Anesthe- 
siology 

Radiol- 
ogy 

Labora- 
tory 

Physical 
therapy 

Pharmacy 

1962  

1.43 

0.97 

1.62 

1.37 

1.70 

1.27 

2.12 

1963  

1.43 

.91 

1.57 

1.39 

1.64 

1.24 

2.05 

1964  

1.40 

.88 

1.53 

1.33 

1.65 

1.29 

2.04 

1965  

1.37 

.86 

1.52 

1.31 

1.68 

1.23 

2.04 

1966  

1.37 

.81 

1.50 

1.28 

1.63 

1.28 

2.02 

Annual  average, 
1962-66  

1.40 

.89 

1.55 

1.34 

1.66 

1.26 

2.05 

Table  41. — Ratio  of  patient  revenue  to  direct  costs  of  various  ancillary  services,  by 
type  of  control,  1962-66 


Type  of  control 

Operating 

Delivery 

Anesthe- 

Radiol- 

Labora- 

Physical 

Pharmacy 

and  year 

room 

room 

siology 

ogy 

tory 

therapy 

Nonprofit : 

1962  

1.46 

.93 

1.70 

1.40 

1.77 

1.37 

2.19 

1966  

1.47 

.88 

1.56 

1.33 

1.71 

1.27 

2.12 

Annual  average, 

1962-66  

1.47 

.91 

1.61 

1.38 

1.74 

1.31 

2.15 

For-profit : 

1962  

1.65 

1.80 

2.25 

1.76 

1.93 

1.63 

2.36 

1966  

1.11 

.30 

1.74 

1.30 

1.59 

3.23 

1.89 

Annual  average, 

1962-66  

1.33 

.87 

1.83 

1.52 

1.78 

2.55 

1.73 

State  and  local 

government : 

1962  

1.33 

1.04 

1.33 

1.21 

1.46 

.96 

1.87 

1966  

1.11 

.73 

1.30 

1.11 

1.39 

1.27 

1.81 

Annual  average, 

1962-66  

1.20 

.83 

1.33 

1.17 

1.40 

1.08 

1.91 

89 


Table  42.— Rat 
bed  size  of  hospi 

Bed  size  and 
year 

6-99  beds: 

1962  

1966  

Annual  average, 
1962-6G  

100-199  beds: 

1962  

1966  

Annual  average, 
1962-66  ^- 

200-299  beds: 

1962  

1966  

Annual  average, 
1962-66  

300-499  beds: 

1962  

1966  

Annual  average, 
1962-66  

500  or  more  beds: 

1962  

1966  .  

Annual  average, 
1962-66  


io  of  patient  revenue  to  direct  costs  of  various  ancillarv  services,  by 
tal,  1962-66 


Operating 
room 


1.49 
1.38 


1.48 


1.36 
1.38 


1.37 


1.47 
1.43 


1.42 


1.41 
1.37 


1.43 


1.47 
1.31 


1.33 


Delivery 
room 

Anesthe- 
siology 

Radiol- 
ogy 

Labora- 
tory 

Physical 
therapy 

Pharmacy 

1.00 

1 

64 

40 

1 

80 

1 

61 

2.49 

.85 

1 

59 

1 

30 

1 

76 

1 

71 

2.24 

.91 

1 

64 

1 

37 

1 

82 

1 

51 

2 .24 

,85 

1 

72 

1 

38 

1 

61 

1 

38 

2.10 

,73 

1.59 

1 

27 

1 

58 

1 

33 

2.12 

.85 

1.64 

1 

33 

1 

.59 

1 

37 

2.11 

.84 

2.02 

1 

35 

1 

69 

1 

67 

2.34 

.76 

1.61 

1 

34 

1 

55 

1 

35 

2.30 

.77 

1 

75 

1 

36 

1 

62 

1 

50 

2 .31 

1.21 

1 

57 

1 

44 

1 

.71 

1 

24 

2.00 

.91 

1 

49 

1 

34 

1.60 

1 

38 

1.97 

1.05 

1 

59 

1.38 

1 

.67 

1 

.32 

2.02 

.95 

1 

19 

1.27 

1.68 

.82 

1.61 

.79 

1 

25 

1 

.15 

1.70 

1 

.00 

1 .55 

.87 

1 

.18 

1 

.24 

1 

.63 

.89 

1.56 

Appendix  A 
QUESTIONNAIRE 


American  Hospital  Association,  8kO  N.  Lake  Shore  Drive, 
Chicago,  Illinois  606II 


INSTRUCTIONS  FOR  COMPLETING  THE  HOSPITAL 
FINANCIAL  QUESTIONNAIRE 

1.    The  financial  information  should  be  derived  from  the  hospital's 

annual  reports  and  records.  We  realize  that  some  of  the  information 
will  not  he  available;  however,  it  is  very  important  to  fill  out  the 
questionnaires  as  completely  as  possible. 

a.  When  no  records  exist  for  a  particular  line  or  group  of  lines, 
even  though  the  hospital  had  this  asset,  liability,  or  activity, 
please  indicate  this  by  placing  "NO  RECORDS"  in  the  blank(s). 

b.  If,  for  an  item  for  which  no  records  exist,  it  is  possible  to 
make  an  estimate  of  the  amount,  please  do  so  and  add  a  capital  E 
after  the  amount. 

c.  Please  consider  each  line  as  independent  of  all  others.  The 
accounts  do  not  have  to  balance  in  the  ordinary  accounting  sense. 
For  instance,  it  is  possible  that  some  hospitals  will  have 
records  of  cash  balances  and  receivables,  but  not  of  their  other 
current  assets.    The  amounts  of  cash  and  receivables  should  be 
entered  on  the  appropriate  lines  and  "NO  RECORDS"  should  be 
entered  on  line  5. 

d.  The  characteristic  of  independency  of  each  line  should  make  it 
possible  for  hospitals  not  using  fund  accounting  to  conform  to 
the  questionnaire. 
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2.  Enough  forms  are  included  in  the  Mt  to  supply  data  for  five  fiscal 
years.    For  hospitals  with  fiscal  years  ending  January  through  June, 
we  request  that  the  fiscal  information  be  given  for  each  of  the  years 
ending  in  I962  through  I966.    For  hospitals  with  fiscal  years  ending 
July  through  December,  we  request  that  the  fiscal  information  be 
given  for  each  of  the  years  ending  in  I96I  through  19^5 . 

3.  In  those  cases  in  which  the  hospital's  account  titles  differ  from  the 
questionnaire,  the  hospital  shoiild  exercise  its  Judgment  in  selecting 
the  account  which  most  closely  approximates  the  item  in  question, 

4.  If  the  hospital  accounts  have  combined  items  that  are  broken  out  in 

the  questionnaire,  please  indicate  the  combination  on  the  questionnaire. 
For  example  if  the  hospital  does  not  segregate  equipment  from  buildings, 
sinply  record  the  total  in  one  of  the  two  blanks  and  record  in  the 
other  "included  in  line  number   ." 

5.  If  the  hospital  accounts  are  more  detailed  than  the  questionnaire, 
please  combine  separate  hospital  accounts  to  conform  logically  with 
the  questionnaire  categorization. 

6.  Please  round  the  data  to  the  nearest  dollar. 

7.  If  you  have  any  questions  in  filling  out  the  forms,  please  feel  free 
to  place  a  collect  call  to  Mr.  B.  E.  Needles,  CPA  (312)  6if5-9695,  who 
is  a  staff  associate  with  the  American  Hospital  Association. 

8.  All  questionnaires  should  be  returned  by  March  3I,  I968  to  the  American 
Hospital  Association,  81+0  N.  Lake  Shore  Drive,  Chicago,  Illinois  606II. 


HOSPITAL  ECONOMIC  STUDY:     BEDS  AND  UTILIZATION 

Name  of  Hospital  

Address  

Street  City  State  Zip 


1.  In  what  year  was  your  hospital  established?   

Year 

2.  If  the  hospital  has  changed  its  location  since  it  was  established,  please 

give  the  year  of  the  latest  move .  ^  

Year 

3.  Indicate  the  number  of  beds  by  type  (OB,  pediatric,  etc,)  set  up  and  staffed 
for    use  at  the  end  of  each  of  your  fiscal  years  listed  below.    If  a  particu- 
lar type  of  bed  is  not  available  write  "none"  by  that  type. 


Fiscal  Year 

lype  of  bed 

i960 

1961 

1962 

1963 

I96I+ 

1965 

1966 

Obstetrical 

Newborn  Bassinets 

Pediatric^ 

/2 

Intensive  Care'' — 

All  Other 

Total  Beds 

A    Includes  cribs  as  well  as  regular  pediatric  beds 


/2    Includes  all  beds  used  in  the  treatment  of  shock  and  trauma  (bum  wards,  etc. 
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k.     If  total  beds  set  up  and  staffed  for  use,  as  reported  in  Item  3,  INCREASED 
from  the  end  of  one  fiscal  year  to  the  next  (i.e.,  I96I-I962),  please  indi- 
cate the  niimber  of  the  additional  beds  and  the  soiirce  of  additional  physical 
space .■^    If  there  was  no  increase,  please  state  this. 


Source  of  Additional 
Bed  Space 

Fiscal  Year  in  Which  New  Beds  were  Added 

1961 

1962 

1963 

19  6U 

1965 

1966 

New  Construction 

Modification  of  Existing 
Facilities 

Ivferger  with  another 
Institution 

5,    If  total  beds  set  up  and  staffed  for  use,  as  reported  in  Item  3,  DECREASED  from 
the  end  of  one  fiscal  year  to  the  next  (i.e.,  I96I-I962),  please  indicate  the 
number  of  beds  decreased^  and  the  disposition  of  the  space.     If  there  was  no 
decrease,  please  state  this. 


Disposition  of  Space 

Fiscal  Year  in  Which  Beds  Decreased 

1961 

1962 

1963 

196i+ 

1965 

1966 

Space  Closed 

Space  Used  for 
Administrative  Services 

Jfedical  Services 

Other 

/l    Report  only  those  decreases  that  were  considered  permanent  at  the  time 
of  decrease. 


Please  report  the  following  utilization  information  for  each  of  the  fiscal 
years  given  below. 


Hospital 

Fisca] 

Year 

1961 

1962 

1963 

I96I+ 

1965 

1966 

Admissions- Total 

Under  age  65 

Aee  65  and  over 

Inpatient  Days  -  Total 

Under  age  65 

Age  65  and  over 

Births 

Outpatient  Visits 

Under  age  65 

Age  6'3  and  over 

If  your  hospital  has  or  had  an  extended  care  facility^  that  is  owned  and 
administered  by  the  hospital,  indicate  the  number  of  beds  set  up  and  staffed 
for  use  at  the  end  of  each  of  your  fiscal  years.     If  none,  please  state  this. 


Extended  Care  Facility 

Fiscal  Year 

i960 

1961 

1962 

1963 

19  61+ 

1965 

1966 

Number  of  Beds 

Admissions-Total 

Under  age  65 

Age  65  and  over 

Inpatient  Days  -  Total 

Under  age  65 

Age  65  and  over 

A  An  extended  care  facility  is  defined  as  an  organized  unit(s)  of  the 
hospital  with  permanent  facilities  that  include  inpatient  beds;  and 
with  medical  services,  including  physician  services  and  continuous 
n\arsing  services,  to  provide  treatment  for  patients  who  require 
inpatient  care,  but  who  are  not  in  an  acute  phase  of  illness  and  who 
ciorrently  require  primarily  convalescent  or  restorative  services. 


8.    If  your  hospital  has  or  had  a  home  care  program,^  please  indicate  the 
nimber  of  patients  admitted  and  the  number  of  home  care  visits  in  each 
fiscal  year.     If  your  hospital  has  c  •  had  no  such  program,  please  state 
this . 


F 

iscal  Year 

Home  Care  Program  ^ 

1961 

1962 

1963 

I96I+ 

1965 

1966 

No.  of  pts.  admitted- Total 

Under  age  65 

Age  65  and  over 

No.  of  home-care  visits-Total 

Under  age  65 

Ase  65  and  over 

A    A  home  care  program  is  defined  as  an  organized  unit(s)  of  the  hospital, 
with  permanent  facilities  and  with  medical  services,  including  nxorsing 
services  and  other  professional  and  technical  services,  to  provide 
treatment  for  patients  in  their  place  of  residence. 
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9.     Please  report  the  number  of  regularly  employed  personnel,  excluding  trainees, 
private  duty  nurses,  and  volunteers,  at  the  end  of  each  of  your  fiscal  years. 


Ffersonnel 

Fiscal  Year 

i960 

1961 

1962 

1963 

196^ 

1965 

1966 

a.  Administrative  &  General: 
Full-time 

Part-time 

b.  Dietary: 
Full- time 

Part-time 

c.  Household  &  Property: 
Full-time 

Part-time 

d.  Professional  Care  of  Patients 
(Inpatient  and  Outpatient); 
Full-time 

Part-time 

e ,  Other : 
Full-time 

Part-time 

f.  Total  (a+b+c+d+e): 
Full-time 

Part-time 

10,     Please  report  expenses  for  salary  and  wages  for  each  of  the  fiscal  years. 


Fiscal  Year 

i960 

1961 

1962 

1963 

I96I4 

1965 

1966 

a.  Administrative  &  General 

b.  Dietary 

c.  Household  &  Property 

d.  Professional  Care  of  Patient 
(Inpatient  and  Outpatient) 

e .  Other 

f.  Total  (a+b+c+d+e) 
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HOSPITAL  ECONOMIC  STUDY 


Hospital  Wame 


City 


State  Zip 


I.     FUND  BALANCE  SHEETS 


A.    GENERAL  FUND  BALANCE  SHEET  (Omit  Cents) 


As  of  Date 


Mo.  Yr. 


ASSETS: 


6 

7 

8 

9 
10 
11 
12 
13 
Ik 

15. 


Cash  

Cash  imprest  fuads   

Temporary  investments  

Accounts  and  notes  receivable  -  patients  in  hospital  . 

a.  Direct  insurance  

b.  Direct  patient  

c.  Welfare  -  County  and  State  

d .  All . other   

Accoimts  and  notes  receivable  -  patients  discharged,  . 

a.  Direct  insurance  

b.  Direct  patient  

c.  Welfare  -  County  and  State  

d.  All  other   

Other  accounts  and  notes  receivable  

TOTAL   

Less:    Allowance  for  uncollectible  accounts  receivable 

Net  accounts  and  notes  receivable  

Accrued  interest  receivable  

Inventory  -  supplies   

Prepaid  expenses   

Other  assets   

Due  from  other  funds  (specify)   


TOTAL 


LIABILITIES  AND  GENERAL  FUND  BALANCE: 

16.  Accounts  payable   

17.  Salaries,  wages  and  fees  payable   

18.  Withholding  taxes  payable  

19.  Social  security  taxes  payable  

20',    Notes  and  loans  payable  

21,  Accrued  expenses  payable   

22,  Deferred  income  

23,  Other  general  fund  liabilities  (specify)  , 
2k.    Due  to  other  funds  (specify)   

25,  Sub- Total   

26,  General  f\md  balance  at  end  of  fiscal  year 

27,  TOTAL   


PLEASE  MAKE  CERTAIN  THAT  ALL  BLANKS  HAVE  AN  ENTRY  AS  PER  INSTRUCTIONS 
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Hospital  Name_ 


City 


State 


Zip 


B.     TEMPORARY  FUND  BALANCE  SHEET  (Omit  Cents) 


As  of  Date 


ASSETS: 

1.  Cash   

2.  Investments  

3.  Accrued  interest  receivable  

k.  Due  from  other  funds  (specify)   

5.  TOTAL  

LIABIUTIES  AND  TEMPORARY  FUND  BALANCE: 

6.  Due  to  other  funds  (specify)   

7.  TEMPORARY  FUND  BALANCE   

C.    ENDOWMENT  FUND  BALANCE  SHEET  (Omit  Cents) 
ASSETS: 

1.  Cash   

2.  Investments  (at  book  value) 

a.  Stocks  

b.  Bonds   

c.  Mortgages   

d.  Real  Estate   

3.  Due  from  other  funds  (specify)   

k.  TOTAL  

LIABILITIES  AND  ENDOWMENT  FUNDS: 

5.  Mortgages  or  accounts  payable  

6.  Due  to  other  funds  (specify)   

7.  Principal  -  endowment  funds  for  general  p\arposes  . 

8.  Principal  -  endowment  funds  for  restricted  purpose. 

9 .  TOTAL   


PLEASE  MAKE  CERTAIN  THAT  ALL  BLANKS  HAVE  AN  ENTRY  AS  PER  INSTRUCTIONS 
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Hospital  Name 


City 


D.     PLAIvTT  FII1."D  BALAJv'CE  SHEET  (Omit  Gents) 


ASSETS:     (if  not  valued  at  historical  cost  indicate,  after  title,  the  tasis 


for  valuation) 

1.  Land   

2 .  Land  improvements  S  

3.  Less:  Accumulated  depreciation  of  land  improvements.    _i_  \ 

h.  Buildings  $  

5.  Less:  Accumulated  depreciation  of  buildings  £  \ 

6.  Fixed  equipment  $  

7.  Less:  Accumulated  depreciation  of  fixed  equipment.  .   

8 .  Automobiles  and  trucks  >  

9.  Less:  Accumulated  depreciation  of  autos  and  trucks  .    _i  \ 

10.  Major  movable  equipment  (depreciable)  $  

11.  Less:  Accumulated  depreciation  of  major  movable  equip. _(  \ 

12.  AfijQor  eq-oipment  (non- depreciable)  $  

13.  Plant  assets  under  construction  £  \ 


ih.  Assets  restricted  for  improvement,  replacement  &  expansion  of  plan" 

15.  Due  from  other  funds  (specify  

16.  TOTAL   

LIABILITIES  AND  PLANT  FUND  BAiANCE: 

17.  Accounts  payable  -  plant   

18.  Bends  payable  

19.  Mortgages  payable  

20.  Plant  improvement  and  replacement  liabilities  

21.  Due  to  other  funds  (specify)   

22.  Capital  -  invested  in  plant  

23.  Reserves  for  plant  improvement  and  expansion   

2k.  TOTAL   


PLEASE  IvIAKE  CERTAIN  THAT  ALL  BLANKS  EME  AN  ENTRY  AS  PER  INSTRUCTIONS 


103 


Hospital  Name_ 


Ci  te- 


state 


Zip 


II.    GENERAL  FUND  OPERATIONS 


For  the  Fiscal  Year 
Ending   


A.     STAmENT  OF  REVENUES  AND  EXPENSES  (Omit  Cents) 


Total  patient  revenues 

Patient  Revenue  Classified  by  Ifetiiod  of  Payment 

a.  Direct  Insurance  $  

b.  Direct  Patient   

c.  Welfare  -  County  and  State   

d.  All  Other   

e .  Total  patient  revenues  

Less;    Allowances  and  discounts  on  patients'  accounts 

Type  of  Allowance  and  Discount 

a.  Contractual  Allowances 

aa.  Direct  Insurance  $  

bb.  Direct  Patient   

cc.  Welfare   

dd.  Other    $  

b.  Provision  for  Bad  Debts   

c.  Employee  Discounts   

d.  Other  Adjustments  (specify)     

e.  Total  Allowances  &  Discounts  on  Patients  Accounts  ,   ,  , 

Net  patient  revenues   

Less;     Total  operating  expenses  

Net  income  from  service  to  patients  

Other  income : 

Contributions,  donations,  bequests,  etc   

Income  from  investments   

Tuition  fees   

Revenue  from  meals  sold  to  employees  and  guests.  .  .  .   

Revenue  from  sale  of  drugs,  supplies,  etc   

Revenue  from  telephone  and  telegraph  service     

Revenue  from  rental  of  nonpatient  facilities     

Purchase  discounts     

Other  (specify)   

Total  Other  Income   

Total  of  line  5  and  l8   .   .  , 

Other  expenses  (specify)  

Net  income  (or  loss)  for  the  period  (line  I9  minus  line  23), 


PLEASE  MAKE  CERTAIN  THAT  ALL  BLANKS  HAVE  AN  ENTRY  AS  PER  INSTRUCTIONS 
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Hospital  Name  ^    

City  State  Zip 


For  the  Fiscal  Year 

Ending   

 m,  Yr^ 


.B.     PATIENT  REVENUES  (Omit  Cents) 

C.  OPERATING  EXPENSES  (Omit  Cents) 

J-  D 

Inpatient  Revenues ; 

X.  Adminis "Cra  oi on  and  generaJ.  .  $ 

2    Operating  rooms 

2  Dietary 

3.  Housekeeping  department.  . 

k .  Anesthesiology  #   #   ♦  #  « 

6,  Laboratory      ,  .... 

6.  Maintenance  of  personnel  .  . 

7.  Basal  metabolism  .... 

7.  Operation  of  plant   

8.  Electrocardiology.  ,  .  . 

8.  Motor  service  

9.  Physical  therapy  .... 

9.  Repairs  and  maintenance.  .  . 

10.  Ambulance  service.  .   .  , 

11.  Hfedical  and  Surgical 

12,  IVfedical  &  SiJrgical  service  . 

Ik.  Hfedical  records  &  library.  . 

15.  Social  service  department.  . 

15.  Blood  and  blood  plasma  . 

Outpatient  Revenues; 

18.  Etept.  of  anesthesiology.  .  . 
20.  Laboratory  department.  .  .  , 

19.  Electrocardiology.  .   .  . 

20.  Physical  therapy  .... 

23.  Physical  therapy  department. 

25.  Outpatient  department.  .  .  . 

2^.  Other  fswcify)  

26.  Emergency  department  .... 

2k.  Total  patient  revenues  .  $ 

27.  Depreciation  of  biiildings.  . 

28.  Eepreciation  of  eqidpment.  , 

29.  Interest   

30.  Rent   

31.  Other  (specify   

32.  Total  operating  expenses*.  .  $ 

*If  appropriate,  record  here  total  net  value  of  voluntary  services  provided  by 
members  of  religious  orders  included  in  total  operating  expenses  $_ 


PLEASE  MAKE  CERTAIN  THAT  ALL  BLANKS  HAVE  AN  ENTRY  AS  PER  INSTRUCTIONS 
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Hospital  Name     

City  State  Zip 


For  the  Fiscal  Year 

III,  ANALYSIS  OF  TOTAL  PLANT  FUND  ASSETS  (Omit  Cents)  Ending   

  Mo.  Yr^ 

A.     SOURCE  OF  PLANT  FUND  ASSETS  (Omit  Cents) 

1.  Gross  Borrowing  (by  source) 

a.  From  profit-seeking  enterprises    $ 

b.  From  federal  government  agencies  

c.  From  state  and  local  government   

d.  From  philanthropic  organizations  

e.  From  religious  organizations  

f.  Other  (specify)   

2.  Capital  Grants  (by  source) 

a.  Hill- Burton   

b.  Other  federal  agencies  

c.  State  and  Local  government  

d.  Community  fund  raising  

e.  Philanthropic  organizations   

f.  Religious  organizations   

g.  Other  (specify)   

3.  Current  periods  funded  depreciation  (if  any)   

k.  Transfers  from  General  Fund  

5.  Transfers  from  Other  Funds   

6.  Appraisal  Increment  

7.  Other  (specify)  

8.  Total  Additions  to  Plant  Fund  Assets   


B.    REDUCTION  OF  PLANT  FUND  ASSETS  (Omit  Cents) 

1.  Retirement  or  loss  of  plant  fund  assets  (gross  less  account 

depreciation  on  these  assets)   

2.  Retirement  of  debt  

3.  Credit  to  depreciation  for  ciirrent  year's  depreciation  charge  .  .  . 


k.  Transfers  to  General  Fund   

5.  Other  (specify)   

6.  Total  reductions  in  plant  fund  assets    $_ 

C.  CHANGE  IN  PLANT  FUND  ASSETS  (line  A8  minus  line  b6)  

D.  BEGINNING  BALANCE  OF  TOTAL  PLANT  FUND  ASSETS   

E.  ENDING  BALANCE  OF  TOTAL  PLANT  FUND  ASSETS  $. 


PLEASE  MAKE  CERTAIN  THAT  AiL  BLANKS  HAVE  AN  ENTRY  AS  PER  INSTRUCTION 
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Hospital  Name     

City  State  Zip 


V.    RECONCILIATION  OF  FUND  BALANCES  (Omit  cents) 

As  of  Date 
Mo.  Yr, 

A 

General  Fund 

B 

Temporary  Fund 

C 

Endowment  Fund 

1.  Fund  Balance  (principal- 
capital)  at  beginning  of 
fiscal  (calendar)  year 

$ 

$ 

$ 

2.  Total  Revenue  

$, 

$ 

$ 

5.  TOTAL 

6.  Additions  (credit  adjiistments 
7. 

8. 
9. 
10. 

$ 

$ 

) 

$ 

$, 

$ 

$ 

$, 

$ 

13.  Deductions  (Debit  adjustments 

1^. 

15.  . 

16. 

) 

$ 

$ 

$ 

18.  Fund  Balance  (principal- 
capital)  at  end  of  fiscal 
(calendar)  year  per  a 

$ 

$ 

$ 

PLEASE  MAKE  CERTAIN  THAT  ALL  BLANKS  HAVE  AN  ENTRY  AS  PER  INSTRUCTIONS 
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Hospital  Name 


City         State  Zip 


VI.     TYPE  OF  AUDIT 


The  financial  data  furnished  in  response  to  this  questionnaire  represents 
information  extracted  from: 


Certified  statements 


Auditor  prepared,  but  non-certified                     j  7 
statements  [  I 


Hospital  prepared  non-certified  statements 


Appendix  B 

METHODOLOGY 


In  order  to  analyze  the  impact  of  the  Medicare  program  on  hospital 
financial  operations,  the  Social  Security  Administration  contracted  with 
the  American  Hospital  Association  to  obtain  audited  data  on  hospital 
revenues,  expenses,  and  capital  assets  for  a  representative  sample  of 
hospitals  in  the  United  States.  Permission  was  given  by  participating 
hospitals  for  the  American  Hospital  Association  to  receive  data  for  the 
5  fiscal  years  preceding  the  introduction  of  Medicare  in  July  1966  directly 
from  firms  auditing  hospital  operations,  with  the  assurance  that  confi- 
dentiality of  data  on  individual  hospitals  would  be  maintained.  In  addi- 
tion, information  on  hospital  beds,  utilization,  personnel,  and  payroll 
expenses  were  obtained  directly  from  the  individual  hospitals  for  the 
same  period.  The  questionnaire  used  in  the  survey  is  reproduced  in 
appendix  A. 

Sample  design 

The  sampling  frame  comprised  all  hospitals  meeting  the  following 
criteria:  (1)  certified  by  the  American  Hospital  Association  in  1967,  (2) 
short-term  nonpsychiatric  community  hospitals  (hospitals  operated  by 
the  Federal  Government  were  excluded),  and  (3)  certified  by  the  Medicare 
program.  The  Medicare  certification  distinguishes  this  group  from  all 
community  hospitals  listed  in  American  Hospital  Association's  annual 
Guide  Issues.  Table  B.l  contrasts  the  distribution  of  hospitals  and  beds 
by  ownership  control  and  bed  size  of  the  sample  universe  with  all  com- 
munity hospitals.  The  Medicare-certified  group  has  a  lower  proportion  of 
small  hospitals  and  for-profit  hospitals. 

An  attempt  was  made  to  supplement  this  sample  with  hospitals  which 
were  Medicare-certified  providers  but  not  American  Hospital  Association 
certified  hospitals.  These  hospitals  are  primarily  osteopathic  hospitals 


Note:  Appendix  B  is  based  on  the  methodology  section  of  Richard  W.  Foster  and 
Belverd  Needles,  Jr.,  "The  Financial  Structure  of  American  Community  Hospitals: 
1962-1966,"  mimeographed,  American  Hospital  Association,  1971. 
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Table  B-1. — Distribution  of  hospitals  and  beds  in  sample  universe,  by  stratum,  1965 


Stratum 

Distribution  of  all  hospitals 

Distribution  by  control 

Hospitals 

Beds 

Hospitals 

Beds 

Survey- 
uni- 
verse 

Guide 
Issue 

Survey- 
uni- 
verse 

Guide 
Issue 

Survey 
uni- 
verse 

Guide 
Issue 

Survey 
uni- 
verse 

Guide 
Issue 

All  hospitals-  .  - 

100.0 

100.0 

100.0 

100.0 

6-99  beds   .  _  . 

58.2 
on  A 

21.5 

60.8 

1  Q  Q 

19.9 

20.7 
on  7 

58.7 

22.2 
on  v 

57.0 

1  nn_i  QQ  KoHo 

200  or  more  beds.. 

Nonprofit-  _- 

61.3 

59.7 

69.8 

69.5 

100.0 

100.0 

100.0 

100.0 

6-99  beds   

29.3 

29.8 

11.2 

11.7 

47.8 

49.9 

16.1 

16.9 

100-199  beds  

14.9 

13.9 

15.3 

15.2 

24.2 

23.3 

21.9 

21.9 

8.2 

7.7 

14.6 

14.5 

13.4 

12.9 

20.9 

20.9 

300-499  beds-   

7.0 

6.6 

19.0 

18.8 

11.4 

11.0 

27.2 

27.1 

500  or  more  beds  

2.0 

1.7 

9.8 

9.2 

3.2 

2.9 

14.0 

13.3 

For-profit   

12.5 

14.9 

5.6 

6.3 

100.0 

100.0 

100.0 

100.0 

6-49  beds  

7.0 

9.4 

1.5 

2.0 

56.2 

63.0 

27.4 

32.3 

50-99  beds-   

3.5 

3.6 

1.8 

2.0 

28.0 

24.2 

32.1 

31.0 

100-199  beds  

1.6 

1.6 

1.6 

1.6 

12.4 

10.4 

27.6 

26.2 

200  or  more  beds   . 

.4 

.4 

.7 

.7 

3.5 

2.5 

12.9 

10.4 

State  and  local  govern- 

ment -  

26.2 

25.3 

24.5 

24.2 

100.0 

100.0 

100.0 

100.0 

6-99  beds--   

18.4 

18.0 

6.2 

6.5 

70.4 

71.0 

25.4 

26.8 

100-199  beds-   

3.9 

3.8 

3.8 

3.9 

14.8 

15.1 

15.3 

16.3 

200-299  beds  

1.5 

1.4 

2.6 

2.6 

5.7 

5.6 

10.7 

10.9 

300-499  beds  

1.1 

1.0 

3.1 

2.9 

4.3 

3.9 

12.4 

11.9 

500  or  more  beds-    -  - 

1.3 

1.1 

8.9 

8.3 

4.8 

4.4 

36.2 

34.1 

and  hospitals  with  fewer  than  6  beds.  Extremely  low  sampling  response 
of  this  group  led  to  a  decision  to  restrict  the  sample  to  the  original  sample 
of  hospitals  certified  by  both  Medicare  and  the  American  Hospital 
Association. 

The  sampling  elements  for  this  study  were  individual  hospitals.  Data 
were  collected  for  the  base  period  of  the  study  from  all  sample  hospitals. 
Originally,  the  sampling  elements  were  organized  into  40  strata.  Stratifi- 
cation was  on  the  basis  of:  (1)  ownership  control  (non-Federal  govern- 
mental, for-profit,  Catholic  nonprofit,  and  other  nonprofit) ;  (2)  bed  size 
in  1965  (6  to  99  beds,  100  to  199  beds,  200  to  299  beds,  300  to  499  beds, 
500  or  more  beds  for  the  nonprofit  hospitals;  for  State  and  local  govern- 
ment hospitals,  the  500-or-more  group  was  split  into  two  groups,  500  to 
999  beds  and  1000  or  more  beds;  in  the  case  of  for-profit  hospitals,  the 
6  to  99  bed  group  was  split  into  6  to  49  beds  and  50  to  99  beds);  (3) 
financial  growth  (whether  the  ratio  of  total  hospital  expenses  in  1965  to 
total  hospital  expenses  in  1960  was  greater  than  or  less  than  1.53).  The 
stratification  on  the  basis  of  financial  growth  was  later  discarded  because 
of  missing  expense  information  on  almost  40  percent  of  the  sampling 
frame  hospitals.  Preliminary  projection  of  expenses  based  on  the  financial 
growth  stratification  yielded  estimates  substantially  similar  to  those 
based  on  the  collapsed  growth  rate  strata.  The  selection  within  each  of 
the  40  strata  was  an  equal  probability  selection  of  hospitals. 
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A  total  of  462  hospitals  were  sampled.  The  number  of  hospitals  sampled 
within  each  stratum  was  determined  on  the  basis  of  the  number  of  beds 
falling  in  that  stratum  and  the  variability  of  hospitals  with  respect  to  bed 
size  within  the  stratum.  This  procedure  results  in  more  intensive  sampling 
of  those  strata  which  have  the  greatest  effect  on  aggregate  estimates.  As  a 
consequence,  aggregate  estimates  are  generally  more  reliable  than  those 
of  individual  strata. 


Samplins  response 

Table  B.2  indicates  the  participation  of  hospitals  by  stratum.  Participa- 
tion in  the  largest  State  and  local  government  bed-size  category  and  in 
for-profit  hospitals  was  particularly  low.  Only  15  for-profit  hospitals  sub- 
mitted data,  representing  31  percent  of  sampled  for-profit  hospitals. 
Fifty  hospitals  failed  to  respond  because  of  inadequate  records.  An 
additional  75  hospitals  either  provided  no  response  or  a  negative  re- 
sponse. Nonresponse  or  a  negative  response  from  the  auditor  accounted 
for  another  18  hospitals.  Thirteen  hospitals  gave  other  reasons  for  non- 
participation.  The  low  response  rate  of  large  State  and  local  government 
hospitals  is  attributed  to  difficulties  in  reporting  information  in  the  form 
requested. 


Table  B-2, — Participation  by  stratum,  1965 


Stratum 

Sample 
size 

Partici- 

Participation as 
percentage  of — 

pants 

Sample 

All  par- 
ticipation 

Total-   

462 

306 

66.2 

100.0 

125 

69 

55.2 

22.5 

6-99  beds—    ...     .. 

53 

36 

67.9 

11.8 

100-199  beds  

15 

9 

60.0 

2.9 

200-299  beds  

7 

4 

57.1 

1.3 

300-499  beds  

9 

6 

66.7 

2.0 

500-999  beds  

20 

10 

50.0 

3.3 

1,000  or  more  beds   

21 

4 

19.0 

1.3 

Catholic                                   -  -    - 

66 

49 

74.2 

16.0 

6-99  beds  

15 

10 

66.7 

3.3 

100-199  beds  

17 

12 

70.6 

3.9 

200-299  beds  

11 

6 

54.5 

2.0 

300-499  beds  

15 

14 

73.3 

4.6 

8 

7 

87.5 

2.3 

223 

173 

77.6 

56.5 

6-99  beds  

77 

50 

64.9 

16.3 

100-199  beds  

43 

30 

69.8 

9.8 

200-299  beds  

21 

19 

90.5 

6.2 

300-499  beds  

37 

34 

91.9 

11.1 

599  or  more  beds  

45 

40 

88.9 

13.1 

48 

15 

31.3 

4.9 

6-49  beds  

17 

4 

23.5 

1.3 

50-99  beds  ...     

13 

3 

23.1 

1.0 

100-199  beds  

12 

4 

33.3 

1.3 

6 

4 

66.7 

1.3 
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Estimation 

The  principal  method  of  estimation  of  aggregate  values  based  upon 
sample  data  was  the  separate  ratio  estimate  method  based  upon  number 
of  hospital  beds.  The  average  value  of  each  variable  per  bed  of  all  hospitals 
within  a  stratum  was  multiplied  by  the  number  of  hospital  beds  in  the 
stratum  universe.  Overall  aggregates  for  all  U.S.  community  hospitals 
(certified  by  Medicare)  were  obtained  by  summing  the  individual  stratum 
aggregates.  Experimentation  with  other  methods  of  projection  of  the 
sample  data,  including  the  reciprocal  of  the  probability  of  selection  ad- 
justed for  sampling  response,  did  not  perform  as  well  as  the  separate 
ratio  estimate  method  based  upon  comparable  data  from  the  American 
Hospital  Association's  Guide  Issues. 

One  difficulty  encountered  in  the  study  was  a  tendency  for  hospitals 
to  lump  one  or  more  items  together  (such  as  laundry  and  linen  expenses). 
One  procedure  which  might  have  been  used  to  infer  the  appropriate  break- 
down would  be  to  apply  the  percentage  breakdown  of  those  hospitals  in 
the  stratum  which  listed  the  components  separately  to  all  other  hospitals 
in  the  stratum.  This  procedure  was  not  followed  because  of  an  insufficient 
number  of  hospitals  providing  the  required  breakdowns.  Instead,  for 
hospitals  combining  data  on  two  or  more  items  in  one  item,  the  combined 
item  was  treated  as  if  it  represented  only  data  for  that  item  while  the 
other  items  were  treated  as  nonresponse  items.  Aggregate  values  of  the 
components  for  the  stratum  were  then  compared  with  aggregate  values 
of  the  sums  of  the  components.  If  the  sum  of  the  estimated  components 
was  within  10  percent  of  the  estimated  total,  components  estimated  on 
this  basis  were  shown.  Where  the  sum  was  more  than  10  percent  different 
from  the  estimated  total,  it  was  assumed  that  the  bias  introduced  by 
partial  reporting  was  too  serious  to  permit  any  attempted  breakdown. 

Since  only  hospitals  certified  for  Medicare  participation  were  included 
in  the  sample,  it  was  necessary  to  make  some  assumption  about  the 
number  of  hospitals  and  beds  in  the  universe  in  the  pre-Medicare  period. 
The  proportion  of  all  community  hospitals  certified  by  Medicare  at  the 
end  of  the  period  was  applied  to  the  number  of  community  hospitals  in 
the  pre-Medicare  years  to  obtain  the  universe  of  all  community  hospitals 
(potentially  certifiable  by  Medicare)  in  the  pre-Medicare  period. 

Reliability  of  the  estimates 

Since  the  estimates  presented  here  are  based  on  samples,  they  may 
differ  somewhat  from  the  figures  that  would  have  been  obtained  from  all 
hospitals  in  the  universe.  As  in  all  survey  work,  the  results  are  subject  to 
errors  of  response  and  nonreporting  as  well  as  sampling  variability. 
Table  B.3  indicates  the  approximate  standard  errors  of  hospital  expenses 
in  1962  and  1966  for  all  U.S.  community  hospitals  as  well  as  by  control 
and  by  bed  size. 


113 


Table  B-3. — Approximate  standard  errors  of  total  expenses,  by  type  of  control  and 
bed  size  of  hospital,  1962  and  1966 


Type  of  control  and  bed  size 


All  hospitals  

Control : 

Nonprofit  

For-profit  

State  and  local  government 

Bed  size: 

6-99  beds  

100-199  beds  

200-299  beds  

300-499  beds  

500  or  more  beds  


Total  expenses  (in  millions) 


Estimated  value 

Estimated  standard  error 

1962 

1966 

1962 

1966 

$6,456 

$9,661 

$108 

$175 

4,545 

6,818 

82 

135 

225 

402 

23 

37 

1,686 

2,439 

66 

105 

1,037 

1,402 

46 

55 

1,197 

1,734 

45 

66 

1,285 

1,764 

54 

83 

1,447 

2,342 

39 

77 

1,490 

2,419 

55 
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The  standard  error  of  the  aggregate  estimate  for  a  given  stratum  is 
given  by: 


2^  {Ahi-yhhhiY 


where  Nh  =  number  of  hospitals  in  stratum  h  of  universe 

Uh  =  number  of  hospitals  in  stratum  h  of  sample  responding 
Bh  =  number  of  beds  in  stratum  h  of  universe 
hh  =  number  of  beds  in  stratum  h  of  sample  responding 
hhi  =  number  of  beds  in  iih  sample  hospital  of  stratum  h 
Ahi  =  vsilue  of  the  variable  in  the  ^'th  sample  hospital  of  stratum  h 


fh  =  rih/Nh 


h=i 


yh=      Ahi/J^  hhi 


Ah  =  Bhyh 
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When  combining  strata,  the  standard  error  of  the  aggregate  estimate  for 
all  community  hospitals  is  given  by: 

er{A)  =  {T.B,)'er{y) 

h=l  h=l 

L 

where  A= 

h=l 

^     L  L 

Comparison  of  sample  results  with  Guide  Issue  data 

Sample  results  may  differ  from  those  presented  for  all  community  hos- 
pitals in  the  annual  Guide  Issues  of  the  journal  Hospitals  for  two  major 
reasons:  (1)  the  sample  universe  is  restricted  to  those  hospitals  certified 
by  the  Medicare  program,  and  (2)  the  reporting  period  differs  slightly 
between  the  two  groups.  The  first  difference  has  been  illustrated  above 
by  table  B.l.  Hospitals  in  the  sample  were  requested  to  provide  data 
for  the  5  fiscal  years  prior  to  the  introduction  of  the  Medicare  program 
in  July  1966.  If  the  hospital's  fiscal  year  ended  between  January  and 
June,  data  for  1962-66  were  reported.  If  the  hospital's  fiscal  year  ended 
between  July  and  December,  data  for  1961-65  were  requested.  Data  for 
the  Guide  Issues  reflect  data  for  fiscal  years  ending  by  September  of  each 
year.  The  sample  data,  therefore,  fall  approximately  one-half  year  before 
the  corresponding  Guide  Issue  data. 

Table  B.4  compares  estimates  of  beds  and  total  expenses  from  the 
survey  for  1966  with  the  average  of  Guide  Issue  data  for  all  community 
hospitals  between  1965  and  1966.  The  bed  column  indicates  the  difference 
between  the  two  sets  of  hospitals  caused  by  the  Medicare  certification 
requirement.  Overall  the  sample  universe  contained  2  percent  fewer  beds 
than  all  community  hospitals.  Differences  were  particularly  marked  for 
for-profit  and  small  hospitals.  Twelve  percent  of  the  beds  in  for-profit 
hospitals  were  excluded  from  the  sample  universe  because  of  the  Medicare 
certification  requirement.  Similarly,  8  percent  of  the  hospitals  with  6  to 
99  beds  were  excluded. 

As  indicated  in  table  B.4  the  survey  estimate  of  State  and  local  govern- 
ment hospital  expenses  was  higher  than  that  reported  in  the  Guide  Issue. 
This  difference  cannot  be  explained  by  differences  in  total  beds  in  the  two 
groups  (less  than  1  percent  of  beds  of  community  hospitals  are  excluded 
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Table  B-4. — Comparison  of  total  expenses  between  survey  data  for  1966  and  average 
Guide  Issue  data  for  1965  and  1966 


Total  expenses 

Survey 

universe 

Difference  be- 

beds as 

ourvey 

tween  survey 

Type  of  control  and  bed  size 

percent  of 

standard 

estimate  and 

Guide  Issue 

errors  as 

Guide  Issue 

beds 

percent  of 

value  as 

Guide  Issue 

percent  of 

value 

Guide  Issue 

value 

All  hospitals  

-2.1 

1.7 

-1.4 

Control: 

Nonprofit                        —  -  —   

 y 

1.9 

-5.1 

For-profit  -                  .  .  . 

-12^0 

6.9 

-30.6 

State  and  local  government         .  .  _  _  _ 

-.8 

4.9 

18.0 

Bed  size: 

6-99  beds               .    . 

-8.3 

3.5 

-9.3 

100-199  beds  

-3.1 

3.6 

-9.9 

200-299  beds  

-1.4 

4.5 

-4.3 

300-499  beds.   

-.7 

3.2 

-3.0 

500  or  more  beds.  _ 

4.3 

4.9 

16.8 

from  the  sample).  Nor  is  it  solely  attributable  to  the  standard  error. 
Instead  the  major  explanation  appears  to  be  a  difference  in  the  size 
distribution  of  beds  within  the  State  and  local  government  control.  The 
sample  universe  contains  a  much  higher  proportion  of  large  State  and 
local  hospitals.  As  shown  in  table  B.l,  beds  in  State  and  local  government 
hospitals  with  300  or  more  beds  constitute  48.6  percent  of  all  the  sample 
universe  State  and  local  government  beds  but  only  46.0  percent  of  all 
State  and  local  government  beds  reported  in  the  Hospitals  Guide  Issue. 
The  greater  concentration  of  large  hospitals  leads  to  a  higher  estimate  of 
expenses  since  larger  hospitals  tend  to  have  higher  total  expenses. 

The  greater  concentration  of  large  State  and  local  government  hos- 
pitals also  helps  to  explain  the  finding  noted  in  section  III  that  govern- 
ment hospital  expenses  per  patient  day  are  higher  than  those  of  non- 
profit hospitals  (unlike  data  reported  in  the  Guide  Issue).  Although 
large  nonprofit  hospitals  also  represent  a  slightly  higher  proportion  of  all 
nonprofit  hospitals  in  the  sample  universe,  it  is  not  true  to  as  great  an 
extent  as  for  State  and  local  government  hospitals. 


Appendix  C 
BASIC  DATA  TABLES 


Outpatient 
visits 

00  00  ^  lO  00 
M<  05CD  Tt<0 
00  00  CO  00 

OllMCDCOOl 
CO          00  00 

43,574 
45,496 
48,159 
50,956 
56,680 

1,367 
1,680 
1,506 
2,052 
2,215 

24,808 
25,723 
27,200 
30,337 
30,913 

Oi  CO  lO  TtH  CD 

T— <  CO      Gi  05 

(NfNOCOOi 

CD  00 -^05  00 

-<  CO  CO  CO  r-l 

COOlOr-l— 1 

(NO  >-(  Tt<  ^ 

CD  (N  05  05l> 

cc 

00  CD  lO  lO  Tf^ 

l>  CD  lO  lO 

OCl  WOOOO 

Birth 

CO  CO  CO  CO  CO 

<n'(N  (N  (N  oq 

Inpatient 
days 

184,835 
187,017 
195,315 
203,765 
212,461 

131,773 
133,715 
140,296 
144,454 
151,611 

8,422 
8,699 
9,155 
10,436 
11,063 

OC0-*iCt^ 
•^OCOt^OO 
CO  CO  00  00  1> 

^  ^  I§  ^  ^ 

Tj<00COCDI> 

CO  —I  oi  ^ 

CDOt^t>r}H 


i-iOOiOCOf-i 

TtHcoi-ioia. 

CO  IM 
t^I>  00  00  05 


(NCOOSt^OO 

OOCOr-Ht^-^ 

^  (M  CO  lO  LO 


(N  oir^i^ 
1-1  oo»ot^o 
oi  oi  --I  CO  CO 


lO  05  CO  CO  03 
>-i  Tt<  (N  lO 
COG1(Nt}<<M 

O  1-H  CO  ioi> 
lO  lO  lO 


l>  05  IC  ^  T}H 

00iCt>iO<N 

CO  CO  05  1-1  CD 
■*iOCO00O5 

CO  CO  CO  CO  CO 


CO  CO  05  CO  CD 

OCOi-HOTt* 

CD  (M  05  CO  03 


iOl^OC01> 
(N  (NIC  1^00 


kCt^COiMCO 

Tt^lOOi-HOO 

OOt^OOOCO 


(NOl>00t^ 

.-H  TJH  Tt<  1^  00 

Tt<t^COC0»O 
<N      TJH  CD  00 


Tt<OOl^OCO 
CO  --H  lOl^OO 
tJhOt-i  ^00 


CDOl^iOt^ 
(NO  ^  OJ 
CDCOOOO 


t^OO(Nt^'-H 
05>-i  03(N  00 
00(N00iO  W 


l^iOlOJt^OO 
(NiNCO»O00 
CD(NO'0'-i 

iCiOCDCDt^ 


(NCOOOOO 
l>I>t^I^05 

TtiTj^CO^lN 

ooo^coco 

05C0  r-l  (N  o^ 

t^CO'-Hv—i 

O5  1O.-H00  00 

ooot^coco 

O5'<*<05000 

Csl  r-l  TfH  lO  CD 

O5C0  00  00  1O 
COt^kOC0(N 

CO  (N  CO  CO  CO 
OOOOO 

(N  (N  (N  tH  rH 

lO  IC  IC  CD 

T}<  LQ  lO  CD 

(N(NiN(N(N 

'ical 

lOt-KNCOIN 
TtiOiCO'-iCO 
CO—iO  OOt^ 

05  10— H>t^ 

Tf<i>o5coo3 

l>  Tj<  TfH  (N  00 

iOCT>O001> 
Xt^t^COiC 
050  OOt^CD 

i-it^O(NO> 
'-iCOt>'-H> 
CD  CO  CO  00  ^ 

iteti 

»0  Tt<  T}<cOCO 
00  00  00  00  w 

Co'<N  ^'r-To" 
CQ  CO  CO  CO  CO 

cq  CO  CO  CO  CO 

00  00  00  00  03 

Obs 

1-H  CO  lO  CD  Tt< 

C0  03(Nt^(N 

—<        rH  (M 

(N  >-<  T}<  lO  03 
10I>05.-IC0 
CDCDCDl>t^ 


lO  (N  lO  CO  03 

TfH05OO3  00 

(N  WCO  <N 

COO3C0  00»O 
•O  CD  00  03^ 

■n^H        Tt<  TJH  lO 


OiXiCO3  00 
00  03OC0  03 

CO    03  »o 


t^CDiOt-it^ 

22o3^^ 


TXNCO 

qjcoco 
tiosoi 


'^iCCD 

§  §  § 


ce 

SlNCO^iOCO 
CCD  CD  CD  CO  CO 
a  (35  (03  03  03  03 


t;(Nco-*ioco 
acocDcococo 

I  03  (05  05  05  03 


a 

■^(N  CO  ■ 
(dCD  CD  r 


O5l^Th-*c0  COt^O^O  fC^OOCOCO 

(Nco'oco-^       Oi'or^r^txD  >cccoocoo> 

0305  00  0500  O— i(NTf<iO  cCCDt^;DOO 


)>OC^0000  OOOOOl-^ 
!COCO>0  05  (Nt^Ci'tOl 


03 

lO  O  lO  03  CD 

o  cc 

05  03  oooot^ 

OCO  05^00 
OOtCt^  iC  (M 

i> 

t^OOOlCOIN 

COCO^-^rH 

oo>o  •>rt^^- 
ooo    ^  00 

CD      CD  CD 

OOr^QO-^iN 

-"HOrHCO^ 

lO  'C  >C  lO  'O 

Birti 

ent 

CD  04  00-*  00 
(N  iC  IM  >0  O 
CO  00 

<N  03  lO  Tt^  T-H 
CD  CO  CD  -rfl  rjl 
O  r-^        (N  CO 

(N  OOCO  05  CO 
--Ht^  00  CO  CD 
00003C0  01 

,-HiO— 110  03 
COOO'^O'* 
(NCDOO'-i 

C0<N05C0CD 
O  CO  05  05  05 
(NCOt^cD'-H 

pati 
day! 

10  iC  CD  CO 
CO  CO  CO  CO  CO 

t^t^OrHCO 

CO  CO  Tfi  Tf< 

00  00  03O3O 
CO  CO  CO  CO 

CO  ^        TfH  TtH 

>C  iC  CD  CT>  (N 
CO  CO  CO  CO 

In 

0) 

a 

CO  (N  CO  00  03 
<N  030  lO  M 
t^00  00O>O3 

r-lOCDi-H^H 

OiiOt-OOCO 
lO  00  Oi  »-i 

O  ^  05  o  >o 
CO  — '  CO  CD 
(M      coco  Tt< 

CDt^'OO 
t>(MC0  00>O 
CD  C3  O  CD 

CO       03  05 

CO^iOcOCO 

LO  lO       02  <N 

lO  >C  lO  >0  lO 

lO  »C  lO  »C  CD 

lO  iC  lO  >0  lO 

T}1  Tfl  lO  lO  lO 

eocofoco 

Adn 

0-° 


CO  X  CO  CO  CO 
CO  03  03  CD  CO 
OC0CDC2CD 


CD  CD  --I  CD 
lO  'O  iC  CO  00 
03Mt^t-irt 


Tt^O'Ooooo 

T)H        CO  C30 


ot^ooco^ 

00         T-H  ^  T}< 

05  CD  O 


t^l^OcOCO 
CO  CO  03  "-H 
CO  >OiN  LO 


rt(rt  COOCO 
^  03  CO  coo 


CD  00  00  (N  CD 
WCOt^COOl 
lO  lO  CO  >0  TJH 


>0  CO  rh  CO  00 
OnH^r-iOO 
■O  CO  00  CO 


CDOOOCDOO 
Ol  iC  05  Tt< 

i^r>coo>o 

CO  CO  CO 


iOCDl>05(N 

■<*iocoTf<eo 

00>-i  ic^  Tj< 
rH''iN  IN  CO  CO 


COt^  >0  ^  (N 
COO  OOt-t^ 


^  Tt<  to  03  'C 

o  CO  02  »o 

'J't^COt^O 


Tt<00t^00t^ 
00  iC  O  T)H 

CO  i>  lo  CO  o> 


r-icor-oio 

(N  "Ot^t^CO 
fH  CO  O  iCi  CO 


O— I  -^030 
(N<NcDr^Tt( 

TtHCOi-HCDCO 


t^oot>t^t^ 


iC  lO  CD  CD  Tt<  •>a<      lO -rfH 


CO  CO  t}^  ^  ^ 


i-H  ,-1  CO  CO 


t-i  (N  (M  CD^ 

r>-t^030C3 

O  CO  (N  CO  03 


OJCDOi-it^ 

lOi^coiC'-i 

CD  (N  O  00 


CD  .-I  --I  CO 
i-O  CO  CO  00  o 
(N  <N  030 


Tt<-*cocot^ 

00  0>  (M  CO 


Tt^cOT-fOOlM 
05^00^10 
(N  (N  CO  <N  O) 


05030.0005  COCDt^t^t^ 


^  iC  O 

(M  O  O  O 
CO  CO  O  O  lO 


r-i(NO3Q0.-i 

CO  00  »o  i>  CO 

•O  05  05  ^ 


c:30  03  05  ic 

»0  CO  O  Tf< 

O  r-l        CO  CO 


CD  CD  ^ 

(N  -"^i  >0  t-i  O 
(N  CO 


oor^cocDco  icioiO'O'O 


r^o.-ir-(oo 

CO  03  lO  03 
CO       05  03  M 

d"o'~o''^'"<N 


O  Tt<  O  CO  Tf< 
(NCOt^-^CO 
<N  1>  --H  CO  05 


T#  03  TJH  CO 

CO  00  CO  00 

Tfl       ^  (N  00 


iO(NOcOO 

Tti  00  lO  CO 

COCDOOXiO 


CO  05  00  00 
(N  03      ■rf<  lO 

.-H  O        LO  .-I 


05  TfH  (N  CD 
CD  i-it^t^  00 
05  00  00  (MOO 


T3 


iC  CO 
COCO 
05  05 


03  (M  CO  lO  CO 
T— I  CO  CD  CO  CD  CD 

I  05  03  05  05  05 
O  rl  r-l  ,-1  ^  r-( 


05 

05  (N  CO  lO  CD 
(N  CD  CO  CD  CD  CD 

I  03  05  05  05  05 
O^i-Hi-H,-!^ 


03  c<)  CO    >o  ;o  w  CO  CO 

Tfi  CD  CD  CO  CO  ^  O  CD  CO  CO  CD  CO 

I  05  05  03  03  C3  C3  03  03  03  05 

O  >-H  rl  ,-1  r-(  ^  O  --H  T-H        ,-(  .-I 

O  O 


i-i  CO  <-!  OOIXM^ 

ocofoeooo  050— i—iio 


Profes- 
sional 
patient 

a> 

lO  o 
O  O 

CO  00  CO  (Nt^ 
t>-05C0.-IC0 

Tj^  CO  O  o 

lO      O  CO  CO 
O5iOTf«O5  00 
CO  CD      CO  00 

CO  coco  CO  I> 
00O5(Nt^O5 
X  00      05  Tf* 

ca] 

(M  (N  CO  lO 

OS  O  .-iiO  CD 

050  ^  1-1 

T-i  CO  CO  CO 

OOOs'lNCq  Ttn" 
t-i  .-1  (N  (N  (N 

1 

jrty 

.-1  05  lO  1-1  lO 
00  Tt<  O  o 

030  lOOOiO 
(N(N  05  00  00 
»— <  Tff  00  05 
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ft 
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CD(NI>XCO 
lO  05  T}<  O 

.— '  X  05  CO  o 

A  dm: 
trat 

Tf<iOCOt^O 

^  r-l  r-l  (M 

<N      CO  CO 

(M  _      (M  CO 
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CO^OOO^fi 
CO          f-i  CO 
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(N  (N  (N  CO  CO 

(M  OliOO  CD 
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1-1  .-(^(N(N 

erty 

COOCOiOCO 
COCO  lOCD 

OOCDO 

00  030(N(M 

CD  05  10  0>  00 
O  05  ^  CO  00 
(N      CO  OOCO 

,569 
,125 
,009 
,488 
,679 

prop( 

O  00  ^ 

cot^t^oooo 

O  lO  COt^ 

(N  (N  CO  CO  CO 

lO      lO  lO  CD 

X  05  ^  (N  CO 

CO  CO  T}<  T}-  T}i 

05  Tji  iM  O  00 
—lOOCDOt^ 
COOOO-^CO 

OsiNiC^O 
^  Ol  O  O 
05C0'-iiMt^ 

,984 
,162 
,081 
,813 
,117 

COO  lO  Tf<--i 
>O^X(NCD 
CO  CO  >0  T}<  X 

Diet 

<M  CO 
(M  <M  05  COCO 

iOt^O>OCO 
00  00  05  05  05 

CO  CO  CO  CO 

^  O  CO 

CO  CO  CO  CO  CO 

-SI  a  I 

ive 

o  iO(N  cor^ 

.-1  CO  CO  (N  o 
t^OiC-iCO 

O  O  TJH  (N  T}H 

t^(N05XO 
Tt<0  05X(M 

>0O(NiCCD 
05^05  T}<X 
CO  05  CO 

■<*COl^CDX 
I*  O       05  .-1 
Ttl  T}1  iC  10  CO 

Adm: 

trat 

oco^eoco 

O  O      03  CO 

(N      05  CD 
t^t^J>X05 

lOiOLOXX 

!N  CO  iC  CO 
(M  101  (N  (N  CO 

005  (Nt>-* 
r-l(M,-l<MOO 

i^cot^Oico 

COIN  CD  CO  CO 
05t^C0t^C0 

O5t^iocor^ 

CO—lCOrHO 

t^coioo5X 

O'-ioit^oq 

CO  »C  05  05  O 
OJ  X  lO 

Toi 

CO^l^t^O 
>0  05iOCOO 
,-1  05  CO 

iCO5Tt<00O5 
05IMt^<NCD 
t^XX05  05 

1-1  >o  xt^t^ 

rf<      T}<  ic  lO 

lOCDCOiOCO 

^  ^  CO 

CO  CO  00  CO  CO 

j;  oj  CO    o  CD 
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a  2  2  2  ^ 


^.cqco  t  »ocD 

CO  CO  CO 
^  05  C5  Oi  Oi  05 


03  oq  CO  lO  CD 
m  CD  CO  CO  CD  CO 

-f->  05  05  05  05  05 
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121 


a> 
O 

3,766 
3,921 
4,039 
4,260 
4,541 

3,330 

3 , 525 
3,844 
3,453 
4,260 

763 
1 , 553 
1,872 
1,814 
3,852 

1,887 

2,768 
2,914 
2,667 
3  772 

895 
1,010 
1,245 
1,271 
1 ,891 

Profes- 
sional 
patient 
care 

CO  CO  CO  CO  00 

31,062 
30,160 
33,927 
32,504 
36 , 399 

28,798 
30.026 
33,731 
36,541 
38.515 

18,743 
22,072 
22,894 
26,246 
23  435 

10,791 

9,466 
10,783 
11,423 
16,698 

f 

House- 
hold 
and 
property 

4,038 
4,062 
4,174 
3,994 
4,691 

4,572 
4,503 
4 , 944 
4,572 
6,050 

1.257 
1,342 
1,580 
2,241 
2,344 

1,493 
2,043 
1,859 
2,010 
1 ,951 

1 

1 

Dietary 

5,686 
5,789 
6,694 
6,266 
7,771 

IIS! 

5,843 
6,231 
7,692 
6,642 
6,690 

3,632 
4,334 
4,505 
4,577 
4,036 

1,909 
1,592 
1,677 
1,961 

% 

3,277 
3,459 
3,640 
3,852 
5,405 

3,602 
3,509 
3,733 
3,709 
4,392 

3,068 
3,105 
3,225 
3,460 
4,047 

3,364 
4,009 
4,542 
5.039 
4,679 

1,550 
1,143 
1,243 
1,448 
2, 126 

1 

47,425 
47,752 
54,438 
53,736 
61,762 

48,438 
47,816 
52,777 
50,481 
57,243 

39,729 
42,257 
48,101 
50,698 
55.448 

29,119 
35,226 
36,714 
40,539 
37  873 

15,656 
13,690 
15,476 
16,736 
24,318 

i 

11,078 
11,951 
12,963 
12,828 
12,086 

12.300 
12,071 
11.645 
11.952 
12.609 

10,327 
10,148 
11,498 
11,638 
17,328 

19,523 
22,164 
19,803 
20,320 
28, 117 

37,737 
37,518 
40,631 
44,169 
47 ,883 

Profes- 
sional 
patient 
care 

109,927 
114,642 
112,722 
118,343 
120,237 

129.175 
130,752 
142,403 
149,361 
154  280 

144,389 
146,734 
157,105 
159,193 
154 ,948 

141,544 
151,785 
162,885 
183,124 
195,467 

149.474 
153,111 
167.651 
187.165 
200.277 

employees 

111 

property 

25,457 
25,539 
25,927 
26,048 
26,228 

30.373 
33,168 
34,941 
35,094 
36,053 

35,668 
35,659 
37,737 
35,674 
34,968 

39,787 
41,505 
43,058 
45,037 
47,523 

33.318 
34.429 
36.762 
39.723 
42,851 

1 

Dietary 

21,900 
23,948 
23,373 
24,332 
22,878 

25,407 
25,547 
27,177 
28,273 
28 , 500 

24,453 
22,587 
22,784 
23,063 
23,290 

27,005 
27,794 
29,268 
31,054 
32,254 

23,554 
24,209 
25.260 
27,768 
29 ,757 

Adminis- 
trative 

20,864 
20,901 
21,092 
24,060 
23,635 

19,660 
21,186 
23,246 
25,054 
25,663 

18,319 
19,546 
19,900 
20,753 
22  537 

22,106 
23,830 
25,751 
28,453 
30,660 

19,761 
20,572 
21,544 
24,803 
30  812 

03 

iiisii 

cc  a>  --H  CO  ^ 

CD  CO  Cr><M  'O 
(NiMlNCOCO 

I 
1 
1 
1 

6-99  beds: 

1962  

1963  

1964  

1965  

1966  

100-199  beds: 

1962  

1963  

1964  

1965  

1966  

200-299  beds: 

1962  

1963  

1964  

1965  

1966  

300-499  beds: 

1962  

1963  

1964  

1965  

1966  

500  or  more  beds: 

1962  

1963  

1964  

1965  

1966  
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.-I  O      03  lO 

O  CO  03  CO  03 

t-OiOCN 


2,510,522 
2,760,886 
3,039,313 
3,430,476 
3,805,104 

1,807,589 
1,985,493 
2,198,495 
2,473,409 
2  742  758 

63,905 
74,477 
79,994 
101,587 

114.  077 

639,028 
700,916 
760,825 
855,480 

Q4.0  OCQ 

466,448 
510,354 
548,658 
501,045 
661,959 

343,272 
373,836 
405,434 
341,482 
488,135 

9,301 
12,299 
11,487 
12,385 
14,430 

113,875 
124,219 
131,737 
147,178 
159,394 

COIN  CO  03  00 
O3  00  03  100 
Tt<t^00  0OO0 


010003  00 

CO  CO    CO  T-H 

COIN  .-I  .-I 


O00.-iiOtJ< 
COCOIN  lO  00 
.-I  IN  03  Ol 

lO  03(N  03 
C0  03Mt}h-^ 
OO.-iC0TtH 


■73  IN  CO      lO  CO 

CO  CO  CO  CO  CO 

,"1^03  0^03  03  03 


tH  IN  00  T}<  lO  CO 

acococococo 
a  03  03  05  03  03 


t,<NCO-^iOCO 

acococDcoco 

I  03  03  03  03  03 


C3  IN  CO      lO  CO 

o)  CO  CO  CO  CO  CO 

-^03  03  03  03  03 


i 

12,961 
13,918 
14,983 
14,958 
14,357 

13,965 
13,834 
13,567 
13,679 
14,739 

10,709 
10,925 
12,434 
12,590 
19,254 

20,467 
23,548 
21,2f,0 
21,654 
30,003 

38,185 
38,023 
41,254 
44 , 805 
48,829 

125,256 
129,903 
130,668 
136,025 
139,914 

144,706 
145,832 
159,367 
165,613 
172,480 

158,788 
161,747 
173,971 
177,464 
174,206 

150,916 
162,821 
174,332 
196,247 
207,185 

iiiii 

f 

1 

House- 
hold 
and 
property 

27,476 
27,570 
28,014 
28,045 
28,574 

36,297 
36,330 
38,527 
36,795 
36,140 

40,534 
42,527 
43,988 
46,042 
48,499 

33,574 
34,669 
37,026 
40,040 
43,352 

1 

1 

Dietary 

24,743 
26,843 
26,720 
27,181 
26,764 

28,343 
28,607 
30,342 
31,395 
31,571 

27,375 
25,703 
26,630 
26,384 
26,635 

28,821 
29,961 
31,521 
33,343 
34,272 

24,509 
25,005 
26,099 
28,749 
31,064 

i 

Adminis- 
trative 

22,503 
22,631 
22,912 
25,986 
26,338 

21,461 
22,941 
25,113 
26,909 
27,859 

19,853 
21,099 
21,513 
22,483 
24,561 

23,788 
25,835 
28,022 
30,973 
33,000 

20,536 
21,144 
22,166 
25,527 
31,875 

1 

Eh 

212,939 
220,865 
223,296 
232,195 
235,945 

241,134 
246,631 
265,802 
274,974 
285,727 

253,021 
255,803 
273,076 
275,716 
280,795 

264,525 
284,691 
299,122 
328,257 
352,958 

271,672 
276,684 
299,585 
331,995 
363,746 

1 

23,380 
29,580 
33,722 
35,131 
37,366 

34,920 
40,049 
43,944 
47,655 
51,564 

48,100 
48,167 
54,533 
70,636 
82,628 

Profes- 
sional 
patient 
care 

isiis 

1 

■9 

House- 
hold 
and 
property 

61,017 
66,176 
67,452 
59  296 
79,062 

102,077 
105,305 
112,281 
97,400 
124,817 

115,451 
127,538 
135,537 
129,463 
170,598 

108,837 
122,443 
135,416 
129.636 
176,498 

I 

Dietary 

48,400 
53,856 
56,084 
59  749 
631315 

58,306 
64,245 
71,596 
76,789 
84  660 

64,507 
64,708 
67,207 
71,033 
76,710 

72,769 
81,916 
86,828 
98,736 
109,284 

73,554 
79,493 
88,126 
102,459 
111 ,756 

1 

Adminis- 
trative 

79,068 
83,929 
89,587 
95,314 
105,079 

81,812 
90,688 
98,189 
116,906 
135,151 

134,461 
109,658 
125,720 
143,879 
139,343 

1 

H 

587,842 
640,253 
667,383 
713  820 
765!817 

712,318 
753,317 
844,460 
906,241 
1  019  830 

819,321 
863,001 
932,940 
976,604 
1 ,099 ,246 

877,920 
990,455 
1,079,373 
1,237,818 
1 ,415,916 

951,102 
1,014,183 
1,154,665 
1,327,946 
1 ,496, 128 

Bed  size  and  year 

6-99  beds: 

1962  

1963  

1965  

1966  

100-199  beds: 

1962  

1963  

1964  

1965  

1966  

200-299  beds: 

1962  

1963  

1964  

1965  

1966    

300-499  beds: 

1962  

1963  

1964  

1966  

500  or  more  beds: 

1962  

1963  

1964  

1965  

1966  
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Nursing 
educa- 
tion 

$1,331 
1,495 
684 
3,426 
1,013 

12,377 
13,413 
14,211 
17,384 
17,902 

22,475 
21,401 
22,838 
24,399 
25,074 

37,671 
41,448 
43,566 
50,865 
45,588 

22,805 
25,116 
28,715 
32,854 
36,243 

fi 

isisi  iiiii  iBB  iiiii  iisgi 
piii  iiiii  isiii  lisii 

Repair 

and 
mainte- 
nance 

$20,458 
23,920 
25,173 
27,004 
25,696 

27,677 
27,921 
31,994 
36,621 
41,259 

32,842 
35,989 
38,517 
31,014 
31,197 

41,980 
42,002 
46,478 
53,643 
58,429 

44,999 
46,861 
53,626 
63,855 
70,642 

II 

piii  sills  iiiii  iiSsi 

i-H                                    (N                                ^  rj<          rH  (M  .-1  Tj<  Tt< 

Operation 
of 
plant 

$41,491 
46,434 
50,643 
50,876 
57,693 

47,533 
49,687 
56,186 
61,316 
66,199 

50,025 
54,275 
60,692 
67,077 
75,466 

63,525 
71,012 
74,196 
84,528 
97,761 

54,983 
55,759 
57,920 
65,975 
75,097 

$1,060 
983 
983 
995 
1,099 

2,269 
2,405 
3,676 
3,667 
3,658 

2,610 
3,205 
3,582 
3,493 
4,534 

3,866 
4,676 
3,847 
8,501 
7,969 

6,258 
6,322 
8,645 
12,148 
12,742 

if 

$7,518 
7,187 
6,446 
7,882 
9,891 

10,055 
8,495 
9,462 
10,135 
12,146 

8,950 
12,244 
15,498 
11,637 
12,654 

8,037 
9,528 
9,515 
11,061 
12,458 

11,527 
11,923 
13,870 
15,935 
17,737 

lit 

$25,500 
26,600 
25,842 
27,704 
29,678 

24,855 
25,264 
27,859 
30,242 
32,973 

28,866 
28,193 
29,247 
32,428 
32,578 

27,297 
30,661 
32,040 
35,131 
37,761 

26,567 
26,640 
30,319 
33,886 
38,357 

ii 

$42,070 
49,088 
49,967 
50,250 
53,987 

45,636 
48,800 
53,490 
57,782 
63,223 

53,133 
53,328 
58,520 
61,420 
65,658 

70,499 
77,206 
84,110 
92,211 
106,082 

68,724 
75,445 
77,327 
87,598  , 
101,229 

Dietary 

$103,618 
113,952 
116,232 
120,612 
130,725 

127,849 
131,129 
145,376 
154,019 
168,871 

137,246 
140,472 
153,022 
154,737 
168,125 

154,786 
169,270 
177,059 
191,175 
209,697 

136,904 
139,315 
156,829 
175,304 
197,224 

11=1 

ii^gg  iiiis  siiii  Siiii 
psii  Ssgis         §22^1  ssssi 

Total 
operating 
expenses 

$1,032,385 
1,159,104 
1,205,215 
1,275,096 
1,388,547 

1,185,523 
1,250,832 
1,412,500 
1,542,618 
1,722,161 

1,262,409 
1,337,841 
1,497,217 
1,566,778 
1,752,326 

1,434,023 
1,615,983 
1,763,555 
2,031,585 
2,317,491 

1,450,736 
1,502,939 
1,725,488 
1,995,061 
2,336,075 

Bed  size  and  year 

6-99  beds: 

1962  

1963  

1964  

1965  

1966  

100-199  beds: 

1962  

1963  

1964  

1965  

1966  

200-299  beds: 

1962  

1963  

1964  

1965  

1966  

300-499  beds: 

1962  

1963  

1964  

1965  

1966  

500  or  more  beds: 

1962  

1963  

1964  

1965  

1966  
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2.  Although  hospitals  are  labor-intensive  with  payroll 
expenses  accounting  for  about  60  percent  of  all  operat- 
ing costs,  nonlabor  costs  have  increased  at  a  more  rapid 
rate  over  the  period  than  labor  costs. 

3.  There  has  been  some  shift  in  the  composition  of 
hospital  personnel  toward  the  higher-skilled  occupations 
such  as  professional  patient-care  employees  and  some 
shift  in  the  composition  of  plant  assets  toward  more 
major  equipment. 

4.  The  increase  in  labor  expense  per  day  of  hospital  care 
was  due  three-fourths  to  increased  wages  and  one- 
fourth  to  increased  staff;  wages  of  the  lowest-paid 
occupations  rose  relative  to  those  of  more  highly  skilled 
occupations. 

5.  For-profit  hospitals  had  fewer  employees,  paid  lower 
salaries,  and  used  fewer  plant  assets  per  day  of  care 
than  either  nonprofit  or  State  and  local  government 
hospitals;  the  rate  of  increase  in  expenses  per  patient 
day,  however,  was  greater  in  for-profit  hospitals. 

6.  Most  of  the  increase  in  expenses  has  occurred  in  the 
provision  of  ancillary  hospital  services  rather  than  basic 
room  and  board  services. 

7.  Hospitals'  price-cost  margins  on  ancillary  services  vary 
widely  from  service  to  service,  ranging  from  .89  on 
delivery  room  services  to  2.05  on  pharmacy  services. 

8.  Room  and  board  charges  yield  less  than  one-half  of 
patient  revenue,  with  rapid  increases  in  revenue  coming 
from  ancillary  services  (especially  radiology  and  labora- 
tory) and  outpatient  services. 

9.  Increases  in  days  of  hospital  care  and  number  of 
admissions  were  quite  moderate,  while  outpatient 
services  expanded  significantly. 

The  study  concludes  that  the  demand-pull  theory  and 
scientific^progress  view  of  inflation  are  most  consistent  with 
the  types  of  hospital  cost  increases  that  occurred  in  the  pre- 
Medicare  period.  The  labor  cost-push  theory  is  inadequate  for 
this  period,  but  there  is  some  support  for  the  view  of  infla- 
tion emphasizing  the  expanded  scope  of  the  community 
hospital. 


U.S.  DEPARTMENT  OF  HEALTH,  EDUCATION,  Al 
Social  Security  Administration 
Office  of  Research  and  Statistics 
Research  Report  No.  41 

DREW  Publication  No.  (SSA)  72-11803 


^1 


